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A Banker’s Diary 





THERE can be no doubt that if any single influence was responsible for the 
increase in Bank rate on February 16 and the further series of curbs announced 
by Mr. Macmillan on the following day (discussed in detail in 
External our leading article) it was the further deterioration in Britain’s 
Balance trade accounts revealed in the January returns. The gross 
Flashes _ visible deficit (the excess of imports, c.1.f., over exports and 
Danger _re-exports, f.o.b.) amounted to {74.2 millions, no less than {12 
millions above the monthly average in the last quarter of 1955, 
and {2 millions above the high average deficit recorded in 1955 as a whole. 
The widening of the deficit was again attributable to an increase in imports 
—dashing the hopes that the exceptionally high level recorded in the last 
quarter of 1955 reflected artificial and temporary influences. Imports in 
January were 34 per cent. above that level, and more than 4 per cent. above 
their level, considered alarming at the time, in January, 1955. Exports, in 
contrast, were I per cent. below the average in the fourth quarter of last year. 
The evidence and implications of these figures quickly affected the sterling 
exchange, which was already under pressure from bear operators on the 
Continent. Immediately before the increase in Bank rate the dollar rate 
was down to $2.80}, compared with $2.804 two days before, and near $2.81 
in January. The rate strengthened after the Bank rate increase, and after 
the rise in the bill rate it touched $2.80?. The exchange market had pre- 
viously been unimpressed, too, with the January gold figures. The increase 
of $29 millions in the reserves was considered unsatisfactory in this seasonally 
favourable month, and an even greater disappointment was the announce- 
ment of a further deficit in the month with the European Payments Union, 
of £4 millions, saddling the February balance with a gold payment of $84 
millions in part settlement. The January E.P.U. payment, in respect of the 
December deficit, reached $23 millions; after making allowance for the receipt 
of $6 millions in defence aid, the balance on other dollar accounts came out 
at a surplus of $46 millions. 


THERE Is no reason to doubt the good intentions of the Government in bringing 
forward the Restrictive Trade Practices Bill, but there are several grounds 
for uncertainty, not to say concern, about the ultimate effect 
Doubts on of this curious and complex measure. It proposes to require 
Monopolies all mutually restrictive agreements about prices, terms, or 
Bill conditions of trade between businessmen (including, apparently, 
unwritten “arrangements ’’) to be registered with a new 
Registrar of Restrictive Trading Agreements; and to give jurisdiction and 
power to a new Restrictive Practices Court, comprising High Court judges and 
lay members, to declare whether or not agreements brought before it for con- 
sideration are contrary to the public interest. 
This bill has its origin in the first ‘‘ general reference ’’ report of the 
Monopolies Commission, made last year, which held that the collective enforce- 
ment of resale price maintenance by exclusive trading arrangements was 
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contrary to the public interest. Accordingly, though not necessarily logically, 
this particular restrictive trade practice (which the Commission was unable to 
examine in detail in any trade) has been singled out for a complete ban; and 
since the Government is not prepared to set its face against resale price main- 
tenance by individual traders, it has included in the bill a section to strengthen 
the powers of the individual trader to enforce through the normal court pro- 
cedure the price or discount he may have fixed. Finally, the bill curtails the 
powers of the Monopolies Commission, which is intended under the new order 
to be concerned mainly with monopolies of scale—‘‘ big business ”’ as such, 
the cartel arrangements of smaller fry being left to the new court. 

The new arrangements have been described by the Liberal Party as “a 
lawyers’ paradise ”’; liberals with a small “‘1’’ may share these fears, particularly 
as the record of the English courts over the last half-century has been any- 
thing but favourable towards the freely competitive economy. Moreover, 
apart from the leanings of the legal mind when confronted with the restraint 
of trade, it is extremely doubtful whether the procedure of a court is really 
suited to investigation of the facts and implications of business practices, 
when so wide a selection of circumstances that can be cited in justification is 
given the judge. The comparative success of American court procedure 
under the Sherman Act (at least against cartels) may well have resulted from 
the few and almost unreasonably stark criteria set down in the Act: American 
judges have applied the “ rule of reason ’”’ to these criteria, but that is not 
the same as having a whole sheaf of escape clauses written into the law, 
as they would be under Britain's new bill. 

Another criticism of the proposed legislation is that it would probably 
have been better to have left collective enforcement of resale price main- 
tenance among the other restrictive practices for individual consideration, if 
it could be banned only at the cost of strengthening the enforcement of 
individual price maintenance. Moreover, to strip the Monopolies Com- 
mission of its powers to look into a wide family of restrictive practices before 
this untried new procedure can demonstrate whether it has any effect against 
them at all appears rather foolhardy. 


THE clearing banks’ return for the mid-January make-up seemed to confirm 
the rather disturbing tendency that showed itself towards the end of 1955. 
In the last six weeks of the year, in spite of the steep decline 

Credit Trend in total advances and the further contraction of investment 
Reversed ? portfolios, net deposits rose more steeply than at end-1954— 
by £149 millions, compared with {126 millions. Similarly, in 

the first 25 weeks of the new year they fell less steeply, by £70 millions, com- 
pared with £84 millions. In consequence, the deposits index compiled by 
Lloyds Bank, which is corrected for seasonal variations, rose by 0.2 in 
December and by a further 0.7 in January, to 106.3 (between February and 
November last it had fallen from 112.0 to 105.4). This rising tendency of 
deposits strikingly demonstrates the inadequacy of the direct squeeze upon 
advances as a means of exerting an effective monetary restraint—for there 
has been no relaxation of the direct measures. After last month’s increase in 
Bank rate, the Chancellor reiterated the ‘“ request’’; but, even before that, 
those banks whose original instructions to branches on this subject had referred 
to a period of six months had circularised managers afresh, requiring them 
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to continue the squeeze on the same principles as before. The banks also agreed 
among themselves that the arrangement reached last summer for suspending 
competition for advances business should continue for a further six months. 

No new target has been set up for reduction of advances. Indeed, before the 
rise in Bank rate, it seemed questionable whether total advances would be much 
further reduced, for the Electricity and Gas industries, having utilized in 
December the last calls on their issues, are now moving into the red again. 
In the nine weeks to January 18, however, total advances declined by £87 
millions (in contrast with a rise of £44 millions in the similar period twelve 
months earlier), and if allowance is made for the current cash needs of the 


Jan. 18, Change on 
1956 Month Year 
£m. fm. {m. 
Deposits ‘a <“s 4 - 6462.6 —149.4 — 255-7 
‘Net ” Deposits* .. - “a 6190.9 — 69.7 — 283.5 
O/, + 
4/0 | 
Liquid Assets ‘a a - 2430.1 (37.6) — 41.4 +114.8 
Cash .. i - - 524.1 (8.2) —- 41.0 —- 21.9 
Call Money - - ‘a 451.2 (7.0) — 55.1 — 35.1 
Treasury Bills . . - -< 1318.5 (20. 4) + 47.5 156.2 
Other Bills ~ - ee 136.3 (2.7) + 7.1 + 15.6 
Investments and Advances .. ie 3842.3 (59-4) - 24.9 — 400.9 
Investments... - “a 2016.0 (31.2) --- — 334.8 
Advances a ‘ “a 1826.3 (28.3) — 24.9 — 66.2 


*After deducting items in course of collection. fRatio of liquid assets to published deposits. 


Utilities, this suggests that advances to all other borrowers were reduced by 
some {50 millions. The change in the underlying trend of deposits has therefore 
been wholly due to the extraordinary expansion of liquid assets. These rose by 
no less than {231 millions in the final six weeks of 1955 (in contrast with only 
{95 millions at end-1954 and {116 millions at end-1953) ; while in the first 24 
weeks of January they dropped by only £413 millions (compared with declines 
of £67 millions and {121 millions in the two preceding years). This latest decline 
was actually less than proportional to the big contraction in gross deposits (by 
{149 millions) after the turn of the year, so that the liquidity ratio rose frac- 
tionally, from 37.4 to 37.6 per cent.; twelve months previously it stood at 
34.4 per cent. 


THE banks’ liquidity had, of course, been substantially reduced by seasonal 
forces even before the increase in Bank rate. The main impact of the Treasury’s 
repayments of indebtedness upon the banks’ liquid assets 

63-Day Bills will be seen in the statements for mid-February. During 
and the Squeeze the first six weeks of the calendar year receipts from 
income-tax were, as expected, running somewhat below 

the level of early 1955 (in consequence of last April’s reduction of the standard 
rate), and the Treasury’s overall surplus during this period, after deducting net 
repayments of tax reserve certificates, was about £55 millions less than it was 
last year. This deterioration, however, was wholly concentrated within the first 
three weeks—partly because surrenders of tax certificates were particularly 
heavy then. During the subsequent three weeks the effective cash surplus was 
larger this year than in 1955, when, moreover, the Treasury had to provide for 
repayment of the unconverted residue of the 2} per cent. Exchequer Bonds. 
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The technical opportunities for squeezing the banking system ought not, 
therefore, to have been any less this year than last, but it is by no means 
certain that the authorities have been making the most of their chances. 
The introduction of the 63-day Treasury bill, offered side by side with g1-day 
bills at seven successive bill tenders starting from November 4, ensured an 
abnormally heavy concentration of bill maturities in the tax-gathering period. 
In the six weeks to February 11 maturities of both types of bills aggregated 
£1740 millions, compared with £1600 millions in the similar weeks of 1955, 
yet the actual reduction achieved in the outstanding volume of tender Treasury 
bills was only {10 millions larger than last year, at £240 millions. Indeed, 
the effective reduction last year was probably larger, since it can be presumed 
that the tender bills held by the banking system had been augmented before 
the turn of the year by the release of tap bills. In the fortnight to Febru- 
ary 25, when the last of the 63-day bills ran off, the total tender issue was 
reduced by a further {60 millions (to £3220 millions), compared with a 
reduction of £40 millions last year. The remaining weeks of the fiscal year 
will of course feel the back-wash of the early concentration of maturities: 
total maturities in the final five weeks, during which the Exchequer usually 
swings back into deficit, will be £1210 millions (compared with £1300 millions 
last year). 

The technical merit of the 63-day bill, which was most apparent in the 
early weeks of the year when the excess of maturities was large, was that it 
enabled the banking system to achieve a virtually automatic financing of a 
large part of the tax transfers to the Exchequer. The special device of supple- 
menting earlier tender issues by releases from the tap has technical limitations, 
and in earlier years has never provided so close a matching of total maturities 
to tax transfers as that attained this year; in the past, therefore, the authorities 
have regularly given large amounts of special aid by buying securities during 
the big tax weeks. This year, in keeping with the principles of holding the 
market on a close rein, the aid was much more restricted—yet in the early 
weeks, at least, the discount houses’ recourse to “ penal ’’ seven-day loans was 
neither very frequent nor very large. Significantly, too, there has been no 
repetition of last year’s anomalously liberal buying of near-maturities of bonds 
by the Government broker. Even so, seasonal factors will still leave liquidity 
ratios at comfortable levels; and the important question now is whether the 
authorities will reinforce the pressure exerted by the high Bank rate by aggres- 
sive sales of gilt-edged, or overt funding, in order to reduce this liquidity. 


OFFICIAL estimates of the extent of the increase in total investment in Britain 
in 1955 will not be available until the publication of the Economic Survey 
next month; but a valuable guide to the trend in private 

New industry has already been provided by the results of a survey 
Investment made by the Board of Trade, the first of what is henceforth 
Survey to bearegular series. This suggests that capital expenditures 

by manufacturing industries (which, it may be recalled, 

accounted in 1954 for considerably less than one quarter of Britain’s total 
capital formation) rose in value by 18 per cent. in 1955, and that an increase of 
somewhat smaller proportions may be expected in 1956. At least one-third of 
last year’s increase, however, seems likely to have been attributable merely to 
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higher prices. Expenditure on new buildings is shown to have risen especially 
fast (by more than one third, compared with an estimated increase of 14 per 
cent. in expenditure on plant, machinery and vehicles); and the companies’ 
forecasts for 1956 suggest that this emphasis is likely to continue, if to a slightly 
less marked degree. 


It is important to note that the estimates, even those of past expenditure, 
have been made on a particularly tenuous basis. The inquiry covers only a 
sample of the largest companies: the companies that made returns in this 
initial survey accounted for approximately one half of the total estimated 
capital expenditure in industry, and in certain major groups such as textiles 
and clothing the proportion was only about one quarter. Moreover, at this 
early stage there is insufficient evidence about the significance that can be 
attached to the companies’ forecasts. The Board of Trade’s calculations of 
investment in 1955 have been based on the forecasts of the companies, given 
in the summer and autumn, and adjusted in the light of the companies’ returns 
of actual expenditures in the first three quarters of the year (which suggested 
that the original forecasts were not being fulfilled). The forecasts for 1956, 
collected towards the end of 1955, seem likely to have been still more over- 
optimistic, and the Board considers that the effect of the difference in the 
timing of the forecasts has been to overstate to some extent the likely increase 
in investment between 1955 and 1956—shown as 17 per cent. for all manu- 
facturing industry. Henceforth, estimates of actual expenditure are to be 
collected and published quarter by quarter. 


AN important new development has recently taken place in Australian 
banking. Two joint-stock banks have entered the savings banking field, 
which has hitherto been an exclusive preserve of the Common- 
Australian wealth Savings Bank and State and municipal institutions. In 
Savings the second half of January, the previously established savings 
Banks _ bank subsidiaries of the Bank of New South Wales and the 
Australia and New Zealand Bank began to transact business at 
most branches of their parent banks; and almost simultaneously, another 
trading bank, the Commercial Banking Company of Sydney, announced its 
decision to propose the establishment of a savings bank at a forthcoming 
extraordinary general meeting. 


The Australian trading banks have for some time been embarrassed by 
the competition from the official savings banks, which pay 24 per cent. on 
deposits, compared with the maximum of 2 per cent. that may be paid on the 
longest term (two year) bank deposits. Now, the commercial savings banks 
have been obliged to offer terms almost exactly comparable to those of the 
existing official institutions—a deposit rate of 2} per cent. and an upper limit 
for deposits of {A500—and they may accept deposits only from individuals 
and non-profit making organisations. Further, unlike their parent insti- 
tutions, they have been subjected to strict sanctions of liquidity. They are 
obliged to maintain 10 per cent. of their deposits in Treasury bills or in 
deposits with the Commonwealth Bank, and 70 per cent. of deposits in these 
assets, cash, and government securities together. The remaining 30 per cent. 
is expected to be used mainly for loans for housing or on security of land. 
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A CORRESPONDENT writes: Though one Indian newspaper likened the decision 
to nationalize life insurance to the coming of a thief in the night, the possi- 
bility that Mr. Nehru’s Government would take over all life 
India business transacted by private insurers had in fact been freely 
Nationalizes discussed in New Delhi and elsewhere for the past two years. 
Life The fact that the decision was announced after the close of 
Assurance _ business on one day and became operative before the official 
opening on the next, gave the transaction an appearance of 
unnecessary abruptness. But this was, in all the circumstances, preferable 
to a prolonged public debate which would have given undue scope for 
manoeuvre to the less scrupulous insurers (whose existence is said to be one 
of the reasons for nationalization). Fire and accident insurance is being left 
untouched. 

Although life insurance in India was pioneered by British enterprise, 
United Kingdom life insurers now transact only a small, though important, 
portion of Indian life business. There are today a total of five million life 
policies in force in India, and total life insurance assets amount to roughly 
Rs. 380 crores (say £285 millions). Of 705,000 new life policies taken out in 
India in 1954, no more than 22,000 were written by non-Indian insurers, 
mainly United Kingdom and Commonwealth companies. But it is interesting 
to note that whereas the average sum insured per policy taken out with Indian 
insurers was Ks. 3,123 the average with non-Indian insurers was Rs. 7,499. 

The total assets in India of non-Indian life companies amounted to 
Rs. 50.85 crores on December 31, 1954, of which more than one quarter was 
held by the Sun Life Assurance Co. of Canada. Other big insurers doing 
Indian life business were the Prudential, the Norwich Union, the Gresham, 
the North British and the Royal insurance companies. It seems probable 
that before the Indian Government takes over life insurance as a going concern, 
a number of unscrambling operations in connection with the sterling obliga- 
tions of sterling insurers will have to be agreed upon. This and other matters 
are being discussed with the Indian authorities by a deputation representing 
the U.K. insurers that visited Delhi last month. The Indian Finance Minister 
has given an assurance that “ reasonable compensation ”’ will be paid under 
the nationalization terms. 

In an explanatory broadcast the Indian Finance Minister frankly admitted 
the intention to mobilise the people’s insurance and other savings for the 
purpose of the Second Five Year Plan, and stressed the need for an accelerated 
rate of investment. It has hitherto been a statutory requirement that 
fifty five per cent. of Indian life funds should be invested in government 
securities, the balance being available for investment at the discretion of the 
companies—which have always been one of the main props of the new issues 
market. A sharp collapse in stock exchange prices in Calcutta and Bombay 
followed the nationalization announcement. 





In consequence of a dispute in the printing trade to which 
THE BANKER is not a party it has been necessary to 
reduce the size of this month’s issue, partly by omission 
of several regular features, and to prepare material for 
press at an earlier time than usual. There is also a risk 
of some delay in the despatch of copies to readers. 
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No Epitaph to Freedom 


horses at the Treasury was abruptly ended at the middle of last month, 

when new broadsides were fired almost simultaneously from Thread- 
needle Street and Great George Street. On February 16th Bank rate was 
raised to 54 per cent., its highest point since the morrow of the collapse of 
the gold standard in 1931, and its third increase in just over twelve months. 
On the following day the Chancellor of the Exchequer, Mr. Harold Macmillan, 
announced additional cuts in the capital programmes of the public sector and 
new measures to restrain both consumption and private investment. The 
‘“Macmillan gap ”’ in economic policy has thus proved shorter than had been 
feared, but if any doubts had remained about the need for further action, 
and quick action, they were evidently swept away by several disquieting 
trends—the yawning import surplus shown by the January trade returns, the 
smallness of the rise in the gold reserves at this season of peak receipts from 
sterling area produce, the extent of the wage offer made to the railwaymen, 
and, inevitably, a significant easing of sterling in the exchange markets. The 
earlier measures had unquestionably injected some disinflationary potential 
into the pipe-lines of the economy; but it would have been folly to leave the 
safety of sterling to wait upon the development of this imponderable and 
laggard force. 

The public’s apprehensions during the hiatus, and especially the City’s 
disappointments at the indecisiveness. of official policy, are graphically illus- 
trated in this month’s commentary, a particularly forthright and penetrating 
one, from Sir Oscar Hobson. After the experiences of the past twelve months, 
it would be rash to assert that the new measures should suffice to set all these 
apprehensions at rest. But in one respect at least the action has greatly 
bettered the expectations. Mr. Harold Wilson, making his first growl as 
Labour’s watch-dog for Treasury affairs, hopefully labelled the Chancellor's 
statement as ‘“‘ this grave epitaph to his predecessor and to Tory freedom ”’. 
Of all the taunts Mr. Wilson might have chosen, this is surely the least sus- 
tainable. Whatever the demerits of the new measures, their clearest merit 
is that they are no epitaph to the principles of the freer economy and the 
effort to regulate it by “ free ’’ instruments. On the contrary their whole 
pattern has been demonstrably dictated by a resolve to avoid physical 
controls, if not on principle, then at least by recognition of their weaknesses. 
If Mr. Macmillan had toyed with such methods, as rumour supposed, he has 
since absorbed the truth that they generally assail only symptoms, not causes. 
He is emphatic that there is to be no revival of ‘“‘ any form of import control ”’ 
or of the system of building licences ‘‘ which had practically broken down 
when it came to an end a year or two ago’’. Moreover, he has now qualified 
the blessing too hastily given a few weeks previously to the unofficial schemes 
for voluntary stabilisation of prices—virtually echoing THE BANKER’S comment 
last month that unless there was an effective general disinflation such artificial 
restraints could do more harm than good. 


T ter hiatus caused in the offensive against inflation by the swapping of 
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Most of them, it will be seen, represent an extension of previous policies and 
all but two of them are strictly in line with the principle of relying upon the 
regulatory mechanism of the price system. The two exceptions are the 
toughening of the instructions to the Capital Issues Committee (without, be 
it noted, any new prescription of priorities) and the tightening and extension 
of hire-purchase controls, with the addition of a new control over hiring to 
prevent them from being by-passed. It would be foolish to object to these 
measures on doctrinaire grounds alone; but the C.I.C. move suggests some 
confusion of thought. If monetary policy is to be allowed to work with full 
vigour, the deterrent of high interest rates and the sheer pressure and con- 
gestion in the capital market should exert a sufficient restraint. It is ques- 
tionable whether the C.I.C. sieve could in those circumstances add perceptibly 
to the total restraint (though it would alter its incidence). Indeed, if the 


THE GOVERNMENTAL MEASURES 
Capital Issues 


C.I.C. instructed to be “ vigorously critical ’’ of all applications, to consent 
only when “‘ purpose has a definite urgency under current requirements ”’, 
and otherwise to ignore prior commitments. 


Hire-purchase and Hiring 


Minimum down payments raised from 15% and 334°, to 20% and 50%. 

Extended to additional consumer goods and certain capital goods (notably 
fixed and movable plant, commercial vehicles, shop furniture, office equip- 
ment, all at 50% rate and 24 months’ maximum term). 

Hive of consumer durables: hiring charges for 9 months to be paid at com- 
mencement (or in full, under shorter agreements). 


Capital Allowances (for income tax and profits tax) 


Investment allowance (of 20°%, which permitted eventual charge of 120% 
of capital expenditure) withdrawn, except for ship construction and 
scientific research assets. 

Replaced by initial allowances (accelerated depreciation only) of 20% on 
plant and machinery, 10% on buildings. 


Consumer Subsidies 


Bread subsidy, previously 2}d. on 74d. loaf and costing £40 mn. p.a., reduced 
by 1d., saving £18 mn. p.a. from February 26th. 

Milk subsidy, costing £37 mn. p.a., to be reduced by 4d. a pint, saving £20 mn. 

p.a. from July rst. School or ‘‘ welfare ’’ milk not affected. 


Public Sector Capital Expenditure 


Nationalised industries: 1956 programmes cut further by 450 mn. (reducing 
Fuel and Power to {20 mn. below 1955). 

Central Government: 1956 programmes cut further by £20 mn. (mainly home 
defence stockpiling, and Post Office). 

Local Authorities: no new restraints upon housing; control of school building 

‘“ starts ’’, to defer some 1956-57 projects to make room for arrears from 

1955-50; new loan sanctions for other expenditure to be “ severely 

restrained ”’. 






Central Government Supply Expenditure 


’” 






‘“‘ Original ’’ estimates show increase of £117 mn., or 3° (before new subsidy 
changes, but assuming £50 mn. German contribution for British forces). 
This represents some reduction in real terms, after providing for increased 
Service pay (f{67 mn.) and growth of education (£38 mn.) and health 
(£39 mn.) services. Defence aid credited at £50 mn. (against £43 mn.). 
Total civil estimates, £2481 mn. (£2369 mn.); defence, net, £1499 mn. 
(£1494 mn.). 





The measures themselves are detailed in the tabular statement below. 
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Committee holds back sufficient issues to relieve the market of congestion, 
and so keeps the yield basis below the equilibrium level, the total effective 
restraint might actually be lessened. 

The hire-purchase measures are more readily defensible in present circum- 
stances. They afford one of the few available means of striking quickly and 
directly at consumption expenditure. Since they strike at prescribed cate- 
gories of expenditure they partake of the nature of physical controls, but they 
differ from those controls in one vital respect. When effective, they do not 
simply divert an equivalent expenditure into other channels: the money that 
would have been spent on down-payments represents a much smaller effective 
demand for goods and services when spent on cash purchases of other things, 
and for some time the same is true of the money that would have been paid 
away in new instalments. In the end, the total consumer demand may be 
the same; but in the short run it is substantially reduced—especially if diverted 
into high-tax commodities such as tobacco. These new controls seem likely 
to be highly effective in the important consumer categories now subject to a 
50 per cent. down-payment—notably radio, TV, tape recorders, most domestic 


THE NEW MONEY RATES 


Old 
(since 24/2/55) New 
% % 
Bank Rate (raised on February 16th, to highest 
since February, 1932) .. ee és ea 44 54 
Clearing Banks’ Rates 
Advances: Nationalised industries 44 54 
‘‘ Blue-chip ’’ companies ‘ 5 6 
Good “ average ”’ borrowers ba 53 64 
Marginal borrowers. . - i 6-64 7-74 
Deposits at 7 days’ notice es 24 34 
Minimum short loan rate (‘‘ regular ’’ money, 
bill or bond secured) - e rae 2} 3? 
Treasury Bills 10/2/56 17/2/56 24/2/56 
Average allotment rate .. ..£4 28. 8.71d. £5 5s. 5.88d.* £5 4s. 4.31d. 


* Highest since January 8th, 1932. 


appliances, and all mechanically-propelled vehicles. The recently popular 
loophole, through hiring agreements for consumer durables, seems to have 
been effectively blocked by the new requirement that hire charges must be 
paid in full in advance under agreements for nine months or less, and for nine 
months in advance under longer agreements. A major innovation is the ex- 
tension of the hire-purchase control, at the 50 per cent. rate, to capital 
goods—including plant and machinery, commercial vehicles, office equipment, 
shop and office furniture. This, in conjunction with the other measures, 
should perceptibly diminish the demand from small businesses—and, unlike 
some of the other brakes now imposed upon investment, it should have 
the advantage of operating fairly quickly. 

All the other measures conform strictly to the orthodox pattern. In 
principle, though not in amount, the most important of them is perhaps the 
further reduction of consumer subsidies. The subsidy on “ national”’ bread 
has been cut by nearly a half, and it is intended to cut the general milk 
subsidy by slightly more than half from July rst next, to save the Exchequer 
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£18 millions and £20 millions a year respectively. These are far from negligible 
savings, but it seems clear that this politically dangerous move has been made 
less for the direct savings that may result than to drive home the very 
principle that Mr. Wilson supposes the Government to have abandoned. 
This policy marches in step with the rents policy introduced last autumn and 
the forcing of the local authorities into the open capital market; probably 
the only reason why bread and milk were not tackled then was because the 
Government shrank from taking so many highly unpopular steps simul- 
taneously. The direct effect on the cost of living will, however, be small; 
the bread increase will raise the retail price index by 0.6 of a point, and that 
in milk by 0.4. The Government has now to remember that much of the 
virtue of these cuts in subsidies will be lost if policy as a whole does not 
impose a sufficient disinflationary pressure to ensure that the effects on 
aggregate spending are not neutralised by still further rises in money incomes. 
Mr. Macmillan’s appeals for restraint do not relieve him of responsibility for 
imposing it. 

These are the only new measures that directly reduce the current expendi- 
tures of the central government. In this respect the Chancellor’s programme 
has disappointed those who had looked for substantial retrenchment. The 
estimates of Supply expenditure for the coming year, compiled before the 
new decisions on subsidies, reveal an increase of £117 millions on the original 
estimates for 1955-56 (and of substantially more than that on the probable 
actual expenditures of the year, mainly because of the shortfall in defence 
spending). The increase on the estimates is equivalent to 3 per cent. in 
money terms, but represents a small reduction in real terms. It demonstrates 
once again the virtual impossibility of achieving, by mere administrative 
prunings, ecsnomies sufficient to offset the growth in the cost of existing 
services. These estimates provide {67 millions for the new additions to 
Forces pay, £38 millions more for education (which will cost £347 millions) 
and £39 millions more for the health service (costing £503 millions). Other 
social services take {22 millions more. Defence, after reckoning on slightly 
more American aid, takes only {£5 millions more, at £1499 millions net— 
provided that Germany contributes £50 millions in “support ’’ costs. Plainly, 
as Mr. Butler reiterated some months ago, there is no hope of any major 
reduction unless there are major changes in policy. Mr. Macmillan now 
declares that “‘ we shall not hesitate to ask the country to accept a reduction 
of existing services if we judge it at any time proper and expedient to do so ”’ 
and the cuts in subsidies are perhaps both proof of courage and an earnest 
of the pledge. 

Meanwhile, in default of any sufficient check to consumption, it is perforce 
from restraint of capital outlays that relief has to come. The withdrawal of 
the investment allowance from most new capital expenditures is therefore a 
logical step, and one that need not be much regretted, since this subsidy had 
the demerit that it extended to all eligible investment and not merely to 
marginal projects. It is replaced by initial allowances at 1953-54 rates, 
which means that businesses investing 1n new plant will feel no immediate 
financial effect; but the change will reinforce other constraints upon future 
programmes. It is upon these indeed, rather than upon schemes already in 
hand, that most of the pressures will show their effect. The peak in factory 
and commercial building has probably not yet been reached, so that effective 
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relief will come, as in most other spheres of investment outlay, only as current 
works are completed and the resources released are not fully absorbed by new 
works. In the public sector, the nationalised industries have pruned their 
1956 programmes by a further {50 millions and the central government has 
pruned by £20 millions, but the expenditures will not be correspondingly less, 
if any less, than in 1955 (those of the fuel and power industries are expected 
to drop by £20 millions but the rail programme will be larger). The hospital 
programme and school building will evidently absorb at least as much as last 
year; but other non-housing future projects of local authorities are likely to 
be sharply curtailed. 

The total relief to be expected from Mr. Macmillan’s measures in the short 
run will not be massive, but it will grow. It will certainly be large enough 
to show plainly that monetary policy is not this time, as it was twelve months 
ago, being left to work almost alone. That is the key to the new monetary 
action. The Government, despite its disappointments at last year’s monetary 
experience—as Sir Oscar Hobson shows, they were mostly misplaced dis- 
appointments—is not belittling the monetary weapon. But it regards it 
rather as a reinforcement than a principal weapon. Mr. Macmillan has said 
that neither he nor “‘ the authorities ’’ were prepared to raise Bank rate until 
it could be fortified by Governmental measures, because that “‘ would have 
been regarded abroad as a sign of weakness and fear’’. That seems to us 
very debatable, but no one will deny that the combined action was preferable 
—given the fact that Mr. Macmillan has not, subject to the one exception 
already noted, relapsed into measures that would make the monetary action 
less effective. 

As it is, the several parts of the policy should react one upon the other 
and produce a greater total effect, thanks partly to the modest change in 
climate that had been developing from the earlier action. The hire-purchase 
measures, for example, strike at industries already becoming vulnerable. 
The caution thus induced in these and associated trades should be reinforced 
by the prospect of some restraint of the investment boom, and by the signs 
that the Government is showing new determination in the effort to resist 
inflation. If business psychology is indeed altered in this way, the rise in 
Bank rate may have progressively salutary effects. A charge of 6} or 7 per 
cent. for bank advances may be shrugged off by borrowers when they think 
bumper profits are assured; but it looks a penal cost as soon as the business 
prospect is clouded. And this response would reinforce, in its turn, the 
other measures. 

In this necessarily shortened issue of THE BANKER, it is unfortunately 
impossible to discuss the monetary consequences in detail. Only one major 
point can be made. Because of the big reinforcement of bank liquidity that 
was permitted by the authorities at the end of last year, it 1s most improbable 
that the volume of bank credit will be compressed by a new squeeze upon 
liquid assets. The big margin between deposit allowances and Treasury bill 
rates may induce a new drain upon deposits—but not on such a scale as to 
force liquidity ratios down to their basic minimum, unless the authorities 
themselves are extremely aggressive sellers of gilt-edged. This means that 
monetary restraint now rests mainly on the direct deterrent of high rates. 
It is fortunate that the conditions for restraint of this kind are becoming 
more propitious. 
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What Future for Gold ? 


STRONG breath of interest has recently been enjoyed by the gold 

markets. The volume of business in the world’s markets for gold 

bullion has increased significantly; and on the London stock exchange 
Kaffirs have risen strongly in an otherwise depressed market. Both move- 
ments reflect in part changes in confidence and expectations about national 
and international monetary policies; at the same time, they naturally touch 
off the wider questions of the future of the gold price, and of the role of gold 
in the present-day world economy. 

In the bullion markets, the price of gold expressed in terms of dollars has 
hardly moved; it is still around $35.03 per fine ounce. Demand has risen, 
but the supply has fully kept pace. The days when a substantial premium 
over the official price could establish itself in the free price of gold have 
departed. The premium that persisted in the early postwar years was a 
result of the combination of the exceptional hoarding demand for gold in 
Europe and the Far East and the edict of the International Monetary Fund 
forbidding sales of newly mined gold at the higher prices obtaining in the free 
markets. That barrier was finally thrown down in 1953, after many postwar 
years during which it was surreptitiously vaulted by more and more gold 
producers. The new freedom has naturally acted as a stabilising influence in 
the free gold markets: at the first reappearance of a substantial premium, 
virtually the whole of the available supplies of newly mined gold would be 
available to satisfy the demand. Two years ago this month, moreover, the 
reopening of the London bullion market finally gave full respectability and 
importance to the world free market, which had previously been spread over 
a range of exotic centres. 

The London gold market is the largest and most elastic in the world: any 
demand tending to lift the price of gold significantly above the $35 parity at 
which the United States Treasury undertakes to buy gold in unlimited quan- 
tities would rapidly be swamped by a volume of offerings that would inexorably 
carry the quotation back to close proximity to the parity. Precisely because 
the free market price has been held close to that parity, so that buyers have 
little or nothing to lose, the hoarding demand set off by recent politica! 
developments in France and the Middle East has been considerable. More- 
over, the hopes that the “ floor’ of the official gold price may be raised are 
still active, despite the disappointments of past years. In the long term, as 
is argued later in this article, it is difficult to see how the adjustment of the 
dollar price of gold to the inflation of other prices in the past two decades 
can be avoided. 

The parallel to the rising demand for gold bullion, the considerable increase 
in the demand for certain gold shares, has naturally evoked a rise in prices 
—since the supply of gold shares is not elastic as is the supply of gold from 
official monetary stocks. This phenomenon—and it deserves that appellation, 
coming after six dismal years of continuously falling Kaffir prices, since the 
momentary fillip given by the devaluation of 1949—can be attributed to an 
interesting concatenation of circumstances. One stimulant has been the flow 
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of news about developing and mainly unproducing mines in the Orange Free 
State and new mining areas both east and west of the Witwatersrand. Con- 
fidence in this activity has proceeded to the point at which it has been possible 
to float the shares of a new mine directly to the public—the first such operation 
in the South African mining industry for more than twenty years. But the 
revival of interest in gold shares is not attributable alone to the positive 
achievements of the South African industry: an important additional factor 
has been the prevailing gloom in the market for British industrial shares, 
which has switched speculative and investment interest to the previously 
neglected Kaffir market. The switch is logical because the whiff of deflation 
that has sent industrial equities drifting down is one that would blow favour- 
ably for gold shares. 

A further support to the market in gold shares has come from speculations. 
about the future price of gold itself. The more immediate conjectures have 
been touched off not by the long standing hope of an increase in the dollar 
price of gold, but by a suspicion that a depreciation of sterling may take place 
within the foreseeable future, involving a corresponding increase in the ster- 
ling price of gold. The fear of sterling devaluation is still based on little 
more than vague disquiet, rather than calculated assessment. But whatever 
the views of the more dispassionate operators, the suspicion has been a factor 
in the demand for gold shares. It should be noted however that even from 
the standpoint of the gold producers, devaluation would be a very mixed 
blessing. The experience of 1949 showed how ephemeral the benefits of 
devaluation can be; the apparent unearned increment of 44 per cent. in the 
gold price was rapidly offset by the subsequent increase in costs. At the 
present juncture, when so many mines on the new goldfields are still in the 
development stage, an increase in costs resulting from devaluation would be 
still more serious, since these mines would derive no immediate benefit from 
the higher gold price. 

Beyond these considerations and speculations, directly and indirectly 
responsible for the re-awakening of interest in gold and gold shares, there lies 
a more fundamental influence, not openly discussed in immediate practical 
terms but without which it is improbable that even the recent stirrings of 
interest would have occurred: it is the feeling, belief or hope that sooner or 
later the world currency price of gold will have to be adjusted to the virtual 
halving of the purchasing power of the dollar in terms of which the price of 
gold has remained fixed since 1933. But not even the most vehemently 
partisan quarters are prepared to contend that action on this front is likely 
in the early future. 

Year after year when the Governors of the International Monetary Fund 
meet, the chief representative of South Africa, leading the other gold producing 
countries, can be expected to put in his plea for an increase in the currency 
price of gold. Last September the significance of the traditional performance 
was heightened by the fact that the South African minister of finance, Mr. 
Louw, extracted conditional but none the less specific and open support for 
his proposal from the United Kingdom representative, the then Chancellor of 
the Exchequer, Mr. R. A. Butler. It may be recalled that Mr. Butler based 
his agreement on two grounds: that a higher price for gold would give con- 
tinuing support to the balance of payments of the non-dollar and particularly 
of the sterling world; and that the immediate increase in the currency value 
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of existing monetary gold reserves would help the free world to withstand 
normal fluctuations in balances of payments and reserves without immedi- 
ately seeking the shelter of restrictionist import and payments policies. 

The reservation with which Mr. Butler qualified his support of world wide 
devaluation of currencies in terms of gold was that ‘‘ we choose the right 
moment ’’. Although he did not say so specifically, it could be inferred 
from this addendum that Mr. Butler did not regard the autumn of 1955 as 
the appropriate moment for the move. The United States was even then 
concerned with the problem of stemming inflationary pressures, while in the 
countries of the sterling area the pressures were far more acute. And in 
practice, if not necessarily in theory, an increase in the price of gold does have 
inflationary effects. In these circumstances, the proposal to raise the price 
of gold smelt so obviously of irresponsibility that the tabling of the yearly 
resolution perhaps did the cause more harm than good. The sponsors provoked 
from their traditional opponents, the United States, declarations of uncon- 
ditional condemnation of the suggestion, which being “ on the record ’’ may 
be recalled and used to defeat action when circumstances are more opportune. 
The standard American argument against a higher gold price is threefold— 
that it would involve further “‘ debasement ”’ of the dollar; that the ensuing 
windfall in the value of reserves would accrue not to countries in greatest need 
but to those with the largest gold stocks; and that prominent among these 
would be the Soviet Union. 

But even if it is true that there is no possibility of an increase in the gold 
price in the foreseeable future, it is equally true that the foreseeable in these 
matters is nowadays not very far. The fundamental question remains wide 
open, with the odds probably favouring an upward adjustment in the long 
run—which in this context means perhaps somewhat before we are all dead. 


WHERE GOLD IS DORMANT— 


It should be noted however that the prospect owes little to any likelihood 
of gold recapturing its role in domestic monetary systems. There has recently, 
admittedly and understandably, been a certain incipient revolt against the 
‘““ management ”’ of currencies, which has landed the sterling world in particular 
in recurrent balance of payments difficulties and has set the world at large on 
what appears to be a road of perpetual if modest inflation. But this has led 
to no widespread demand for a return to the discipline of a metallic standard. 
Only a very extreme and numerically quite unimportant wing of orthodox 
opinion pleads openly for a return to gold circulation. Even modest proposals 
for the establishment of a direct, if variable, link between the monetary gold 
in reserve and the volume of currency and credit have—unfortunately as we 
believe—attracted little support among the authorities.* 

The decline of the sovereignty of gold in domestic monetary systems 
dates from before the first world war, with the growth of the old gold exchange 
standard, under which countries were prepared to hold part of their reserves 
not in gold but in currencies convertible into gold; the abdication from gold 
may be said to have taken place in the early thirties, with the open acceptance 











* One such proposal was put forward in THE BANKER of November, 1954, in the third of a 
series of articles on ‘‘ Monetary Policy in Full Employment ”’ (reproduced as a pamphlet); and 
this was followed by a further scheme outlined by Professor F. W. Paish in an article entitled 
“‘ Case for a Divided Gold Reserve ’’, published in THE BANKER of February, 1955. 



























edi- 


ide 
ght 
red 

as 
1en 
the 

in 
ive 
ice 


~* Qu 


D 


ac Le oe 








EERO EOS £ Pata, 


SOEs ree 














WHAT FUTURE FOR GOLD? 139 











in the leading countries of the principles of managed currency. The symbol 
of that abdication in Britain was the concentration from 1932 of an increasing 
proportion of the gold reserve in the Exchange Equalisation Account instead 
of the Bank of England, a change that openly revealed that gold had ceased 
to have its traditional determinant effect on the domestic volume of currency 
and credit, which was dominated henceforth by “management ’’. The 
obedient behaviour of the fiduciary issue in response to the fluctuating demand 
for currency is the most obvious manifestation of this. 


—AND WHERE IT IS STILL NEEDED 


The fall of gold from its dominant role in domestic finance has not, how- 
ever, been parallelled in international monetary transactions. Gold still 
retains most of its traditional importance as the medium for settlement of 
ultimate international balances, notwithstanding the many attempts that 
have been made to economise in the use of gold for this purpose. Between 
the wars, the attempt took the form of the development of the gold exchange 
standard. But since this system depended not merely on convertibility but 
on convertibility at fixed rates of exchange, the major devaluations and 
departures from fixed parities that took place in 1931-33 dealt it a shattering 
blow. The alternative in the chaotic years that followed was in all too many 
cases a resort to trade by bilateral agreement and barter, avoiding the transfer 
of gold and even of foreign exchange. 

Since the end of the war, methods of economy in the use of gold have taken 
yet another turn, in the direction of the extension of credits by international 
bodies. The International Monetary Fund was intended to help perform this 
function, and while it has fallen very far short of the hopes that were held 
out for it, it may yet play an important role when its instrument of “ stand-by ”’ 
credits has been more fully developed. The European Payments Union, on 
a regional scale, has achieved far greater results; the wide use that has been 
made by member countries of the credit facilities made available by the 
Union has unquestionably allowed trade to take place that would otherwise 
not have been transacted, and has considerably reduced the use of gold in 
international payments. But it is essential to bear in mind that these inter- 
national credit mechanisms work only because they themselves are based on 
gold. The credits are extended because the creditors know that ultimately 
the net amounts due to them will be payable, at least in part, in gold or its 
dollar equivalent. In recent years, the tendency of these arrangements, and 
of the European Payments Union in particular, has been to move gradually 
towards a diminishing margin of credit. The E.P.U. has been steadily 
toughened, from the initial proportion of credit to gold or dollars in the settle- 
ment of ultimate debits and credits of 60:40 to the existing proportion of 25:75. 
And when E.P.U. finally makes way for the proposed European system of 
convertibility under the European Monetary Agreement, the settlement of 
ultimate balances will be made wholly in gold or gold equivalent. 

At present, the only accepted gold-equivalent is the dollar; and since the 
dollar, in contrast to sterling in the days of the gold exchange standard, is 
a scarce currency rather than a plentiful one, its use as an alternative to gold 
does little or nothing to ease the strain on countries’ international liquidity. 
For that reason, gold is increasing in importance as a medium of international 
settlements as these move to a fully multilateral and credit-free basis. 
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There must therefore be cause for particular concern about the adequacy 
of the available reserves of monetary gold to support the current value of 
world trade. The statistical evidence speaks for itself. As Table I shows, 
whereas the reserves in 1937 were well in excess of a year’s turnover of world 
trade, they are by now sufficient to cover only about 45 per cent. of trade 
at current values. Moreover, the restrictive effect of the disparity between 
reserves and the value of trade has been intensified by the re-distribution in 
the holdings of the reserves that took place during the war and in the early 
post-war years. Even in 1937, the United States held about one half of the 
known gold reserves of all countries, namely $12,790 millions, out of a total 
of $25,250 millions. By the end of 1955, notwithstanding the outflow of 


TABLE I 
DECLINING WORTH OF GOLD RESERVES* 
World Trade  Keserves as propn. 


Gold Reserves (annual value) of World Trade 
$ millions per cent. 
1937 - ‘% 25 250 20 856 I2I 
1950 1% - 35 150 56 472 62 
1951 be se 35 250 70 524 40 
1952 - ve 35 550 73 859 48 
1953 - = 35 950 74 721 48 
1954 . oe 36 550 77 252 47 
1955 - o° 36 750T 81 ooof 45T 
* Excluding those of Soviet bloc + Estimated 


gold from the United States in the preceding two years or so, its proportion 
was over 59 per cent.— $21,700 millions out of an estimated total outside the 
Soviet bloc of $36,650 millions. 

A considerable portion of the counterpart of this shift of reserves to the 
least needy country of all has been the decline in the share of world reserves 
held by the sterling area. The effect of this loss was somewhat mitigated 
during the war by the greater formality given to the gold reserve pooling 
arrangements of sterling area countries, which has since been maintained. 
The existence of the London pool has undoubtedly reduced the total amount 
of gold that the sterling area countries as a whole would otherwise have tried 
to hold. But this is an economy that may not be sustained. There have 
been indications of late that the new Asian dominions wish to hold their own 
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separate gold reserves, though as yet these are relatively unimportant. 
Further, a non-Commonwealth member of the sterling area, Iraq, has recently 
found it possible to earmark some Exchange Equalisation Account gold for 
its own particular reserve. It may well be that when the prospective dominions 
of Malaya, Nigeria and the Gold Coast are in full flush of independence, these 
large net dollar earners will insist on some retention for their own special 
account of their receipts of hard currencies, or the gold equivalent. 

It seems unlikely, moreover, that the existing reserves of monetary gold 
will be appreciably reinforced in the near future by dishoarding or by an 
increase in world production of gold. There have admittedly been some signs 
of dishoarding, notably in Western Europe, since the free price of gold began 
to tumble some three years ago. The strengthening of the gold reserve of the 
Bank of France has undoubtedly been due in part to sales of gold by French 
hoarders, who switched from the falling gold market to the concurrently 
booming stock exchange (but have recently switched back, owing to political 


TABLE II 
WHERE THE GOLD HAS GONE* 
Increase in’ Apparent Diversion 
Gold Output Monetary to Industry 
Reserves and Hoards 
($ millions) 
1950 os - oi 540 400 440 
I95I _ _ - 827 100 727 
1952 we _ - 852 300 552 
1953 % a - 849 400 449 
1954 i — ~ 898 600 298 
1955 ad Ha os 930T 200T 730T 
* Excluding output of Soviet bloc + Estimated 


uncertainties). In the world as a whole, there is so far no evidence of any 
strengthening of official gold reserves from previous private hoards. The 
figures suggest that the net trend is still in the other directon, and that the 
Middle and Far East still provide a powerful sink in which a large part of the 
current production of gold is being absorbed. 

Nor does the trend of new gold production offer much hope of a rapid 
increase in monetary reserves. The gold industry is being crushed between 
the upper and nether mill stones of a fixed price and rising costs, and that 
pressure is causing the output of gold to contract in most parts of the free 
world, with the important exception of the Union of South Africa. There, 
the new goldfields in the Orange Free State and in the eastern and western 
extension of the Rand have yet to reach full production; and the Orange Free 
State field alone is expected in the fullness of time to yield over £4,000 
millions of gold, or more than has so far been mined in the Rand itself. But 
during the next decade, the expansion in South African output is unlikely to 
do very much more than neutralise the contraction of gold production else- 
where, notably in West Africa, the United States and Canada. As long as 
goldmining is beset by the present economic deterrents of rising costs and a 
fixed price, it would be unwise to look to higher production for relief from the 
present gold shortage. Failing the introduction of wholly new techniques in 
the realm of international payments, the inexorable logic of events is likely 
to demand, in time, an increase in the monetary price of gold. 
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How State Industries Should Work 


HE report of the Committee of Inquiry into the Electricity Supply 

Industry,* published on the last day of January, is a document of far- 

ranging significance, and deserves much closer study than has so far been 
accorded to it. Sir Edwin Herbert, the chairman, and the three other indus- 
trialists, the professor of economics, the accountant and the trade union 
leader who undertook the inquiry were pioneering a new field. Theirs was 
the first full-scale independent investigation of a nationalized industry. Its 
scope was far wider than, for example, that of the Fleck committee that 
reported twelve months ago to the National Coal Board—not to the Minister 
—on its internal organisation. 

The task before the Herbert committee involved a fundamental con- 
sideration of issues of principle in the administration and policies of nationalized 
industries—issues that are continually in the forefront of public and private 
debate, but that have never been laid down with any degree of precision, 
least of all in the governing nationalization acts themselves. The upshot has 
been first that the country lacks any adequate criterion of the internal 
efficiency of the giant state industries, and, perhaps still more serious, that a 
major distorting influence has been exerted in the economy as a whole, 
through uneconomic pricing and the large scale pre-emption of investment 
resources. Even after last month’s cuts, the capital investment of the Elec- 
tricity Authority alone will absorb nearly £200 millions in the coming year, 
probably well over one-third as much as that of all manufacturing industry. 
That fact of itself provides adequate justification for the most careful outside 
assessment into the “ organisation and efficiency ’’, and principles of action, 
of this giant among the claimants on Britain’s overburdened economy. 

The Herbert committee has performed an outstanding task in providing 
the basis for the missing rule-book. It was never afraid, in its search for 
principles of judgment, to cast its net wide: it has been “ constantly aware ”’ 
that its proceedings may form a precedent for subsequent inquiries, and 
although its own terms of reference restricted its review of the industry “ in 
the light of its working under the Electricity Act, 1947 ’’, the committee has 
not hesitated to make certain recommendations that undoubtedly conflict 
with the provisions of that Act. But on the whole the committee found— 
and it is a most important finding—that the requirements of the Act are far 
less constrictive than is often made out by the industry itself: “ they do not 
seriously vitiate the tests we should apply in forming opinions as to whether 
the industry was efficient ’. The committee 

could see nothing in the Act which required the industry to supply electricity 

on uncommercial terms to any customer or class of customer nor to conduct 

itself in such a way that it would have to face higher costs than a private 
business would face in similar circumstances. 


It is probably true that this reading of the Act was to some extent a sub- 











* Cmd. 9673. 
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jective one; all the nationalization acts bristled with provisions of conduct 
that are open to diverse, and even conflicting, interpretation. 

To all who favour the widest possible application of the principles of the 
market in the economy, whether in the private or the public sector, that has 
now proved to be a great boon. For it means that, broadly within the frame- 
work of the governing acts, it is possible to formulate precise precepts for the 
nationalized industries that are in line with the far-ranging moves towards 
vreater reliance on the price mechanism that have been made in the past few 
years in most of the other major sectors of the national economy. The Herbert 
committee, most fortunately, has seized its chance with both hands. The 
precepts it puts forward could not be more rigorous in their insistence on the 
implementation, at every stage, of the commercial principle. That is the 
central theme that runs through the length and breadth of this unique 
document. 

It is a salient characteristic of the nationalized industries, and quite 
especially of the electricity industry, that such precepts need to be explicitly 
laid down. For nearly all private businesses, adherence to the commercial 
principle is or can be enforced by the sanction of competition. The prices 
they charge, the salaries they pay, the accounting methods they use to provide 
for depreciation, the amount of investment they undertake, the internal costs 
they can absorb—none of these can in the end be decided arbitrarily; they 
are imposed, by competition in the market. But the state industries are 
statutorily protected from competition within their field, and in the case of 
the electricity industry most of the indirect competition is provided by other 
state industries. Hence the fundamental need for the formulation of precepts 
to replace the market tests, and for an organisation as effective as possible in 
ensuring that those precepts are carried out. The first requirement is neces- 
sary to direct the industry to its proper size and function within the national 
economy, the second as an aid towards internal efficiency. The analysis and 
recommendations of the Herbert committee can now best be considered in 
these two major spheres in turn. 

The application of the criteria of the market is recognised by the com- 
mittee to involve the fulfilment of two major requirements: that revenue shall 
be sufficient to cover all outgoings “‘ properly chargeable to revenue account ”’ 
(the phrasing is that of the Electricity Act); and that the prices charged to 
individual consumers should reflect as closely as possible the relevant costs of 
supply. The Electricity Authority has in fact followed these precepts more 
closely than most other nationalized industries; but in an industry of this size 
even minor departures may produce highly significant distortions in the 
utilisation of the nation’s resources. 

The most serious shortcoming in the Authority's general revenue policy 
lies in its system of providing for depreciation on the basis of historical costs, 
which has meant that provisions on account of its massive capital programme 
have been woefully inadequate for replacement at current prices. The com- 
mittee comes down unreservedly in favour of the adoption of the principle of 
depreciation on the basis of replacement costs.* In fact, the revenues received 





* It points out that the fact that the historical cost principle has been generally retained 
in private industry is irrelevant, since in industries subject to the sanction of competition the 
method of depreciation is essentially relevant only to internal book-keeping, whereas in a 
nationalized monopoly it is an active instrument in pricing and investment policy. 
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by the electricity industry in its latest year (to March 31, 1955) probably have 
been just about sufficient to cover depreciation on this principle, after taking 
account of the mis-termed “surplus ’’ of £18? millions, from which an allo- 
cation was made of £1034 millions to ‘‘supplementary depreciation reserve ”’. 
The committee would like to see the industry accumulate sufficient true 
reserves to cushion it against short-run changes in demand and costs—though 
it is wholeheartedly against financing capital investment from revenue (which 
would in any case conflict with the requirement of the Act). 


WITHDRAW TREASURY GUARANTEE ? 


But even if the nationalized electricity industry thus covered all its true 
costs, including the need to provide for contingencies, the investment called 
forth by demand at the economic level of prices would still tend to be excessive, 
according to commercial principles. This is because the cost to the Elec- 
tricity Authority of raising capital from the market, by virtue of the Treasury 
guarantee carried by all its issues of stock, is lower than the cost would be 
to a private concern of equal size and profitability. This distortion of course 
applies also to other nationalized industries, and the committee would like to 
see the support of the guarantee withdrawn from all of them—though it 
naturally feels unable to make a recommendation to this effect for the elec- 
tricity industry alone. It is doubtful however whether even the general with- 
drawal of the guarantee would have any substantial practical effect, even if 
the stocks of the industries were at the same time deprived of trustee status. 
Investors would surely feel justified in assuming that the Government would 
in the last resort be bound to honour the obligations of industries under its 
ownership. If a fully economic sanction on the use of capital by the state 
industries were to be secured, it would probably be necessary to introduce 
complicated provisions in the internal accounting of the industries, and not 
merely to withdraw the formal Treasury support. 

The detailed pricing policy of the Electricity Authority, like its general 
revenue policy, has on the whole conformed fairly well to economic precepts, 
though here again the committee finds significant lapses. The Authority, 
commendably, has broadly interpreted the Act to require that each of the 
twelve area boards (which are wholly responsible for distribution of elec- 
tricity to the public) should balance their own revenue and outgoings; and 
both the charges made by the Authority for its bulk supplies to these boards 
and the charges made by the boards to individual consumers take cognizance 
of true costs, and in particular of the relevant marginal cost, related to peak 
demand. but the committee maintains that the critical load factor could be 
further improved, and average costs thus reduced, if the Authority and the 
area boards made a further differentiation of charges, in particular between 
day and night and summer and winter. The boards are at present statutorily 
obliged to simplify their methods of charging, and the committee recommends 
that this obligation should be repealed. This follows directly from its recom- 
mendation that “ the first principle of tariff-making should be that charges 
reflect the costs of supply ”’. 

It follows naturally from this philosophy that the committee is opposed 
to the pursuit of uneconomic activities. The industry has offended in this 
respect in two main ways: in uneconomic rural electrification; and in its 
refusal to invite tenders for its heavy electrical equipment from abroad, 
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despite its acknowledgment of the lack of competition among home suppliers. 
The committee’s argument is incontrovertible: 


If Parliament decides in the national interest that the Boards should pursue 
policies and incur expenditure which, against normal commercial tests, would 
be avoided or deferred, the cost of such policies should fall on the national 
exchequer. 


It accordingly recommends the ending of the present practice of compensating 
from central reserves any particular area board that has incurred uneconomic 
expenditure on rural development, pointing out that any such policy of 
eranting subsidies for particular purposes inevitably blurs commercial responsi- 
bilities and incentive to maximum economy over the whole sphere of operations. 

The findings of the Herbert committee on the general principles of price 
policy are, plainly, of the greatest significance in the wide questions of the 
future operation of the state industries: the recommendations that are likely 
to have the most significant immediate effect in the electricity industry itself 
are those relating to internal organisation and efficiency. For while the 
committee considers that “it would be quite wrong to call the industry 
inefficient ’’, it believes at the same time that ‘‘ the formal structure of the 
industry is not conducive to the highest efficiency *’. Above all, the industry 
lacks ) 


a supervisory body whose loyalties are uncommitted by responsibility for the 
actual functions of generation and distribution. Nowhere in the industry is 
there any critical and fully effective appraisal of the huge sums that are 
expended in the capital and revenue programmes and budgets. 


The committee accordingly recommends that the existing functions of the 
Central Authority for generation should be transferred to a new Generation 
Board. It hopes that the reconstituted Central Authority would then be in 
a position to exercise the vital functions of advance planning and general 
supervision—though it recognises that “in the nature of things ’”’ the use of 
capital in a nationalized industry cannot be “ as strictly or as closely guided 
by economic considerations ”’ as it is in private industry. 

The second major organisational change recommended by the committee, 
designed further to control costs and also to increase individual responsibility, 
is for more devolution in the chain of authority, down to district level. ‘“‘ The 
industry has not yet solved the problem of the right degree of delegation 
within the formal framework ’’. The centralisation of generation is con- 
sidered to be justified on balance, on account of the evident economies of 
scale, but the committee argues, on nice classical principles, that there is 
accordingly no reason for continuing to forbid the area boards to generate 
their own supplies in competition if they so wish. It believes that the area 
boards should be strengthened, and allowed to adopt whatever form of internal 
organisation they consider most suitable in the light of the particular regional 
conditions of demand and technical development. The chairmen of the 
boards should no longer sit on the board of the Central Authority, and should 
be freed from executive responsibilities, which should be transferred to a 
chief executive appointed by the board. Below the area level, district managers 
should be given the greatest possible opportunities and facilities for inde- 
pendent action, including dealings with the public and with trade unions; the 
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committee would like to see a greater measure of flexibility in the application 
of national collective agreements, in particular to provide greater scope for 
the introduction of local incentive schemes. 

Among the most important measures that the committee considers essential 
to safeguard the future efficiency of the industry is the upward revision of 
salaries. The immediate need is to raise the salaries of the board members, 
not only because of the inherent anomalies but also because the absolute levels 
of these salaries are exerting a serious cramping effect on salaries right down 
the line. These are inadequate to attract, or even retain, the best personnel, 
and with the existing ceiling the differentials cannot be made large enough to 
provide adequate incentives to staff to move up the scale. The committee 
accordingly recommends that as a first step the salary of the chairman of the 
Central Authority should be raised from £8,500 to £10,000, and salaries of area 
board chairmen from £4,000 to £6,000. It finds the most glaring anomaly of 
all in the existing “ almost derisory '’ payment of £500 to part-time members 
of both the central and area boards; this should be raised to £2,500 and {1,000 
respectively. The committee stresses throughout the vital importance of 
obtaining the part-time service of men of quality, and even suggests that the 
chairmanship of an area board could be on a part-time basis, if that is 
necessary in order to obtain the services of the right man. 

The liberal philosophy and practical good sense of the Herbert report 
can best be summarised in its own words: 


Electricity supply is a monopoly industry which has a constantly growing 
demand for its product. These facts expose it to two serious risks either of 
which could, in our view, sap its efficiency. The industry could, without 
financial embarrassment, jog along comfortably without much effort, and it 
could be used as a device for implementing national policies and for transferring 
income from one section of the community to another without the burden of 
these policies being properly weighed in Parliament or by the Minister. We 
attach great importance therefore to the industry being run on business lines. 
It should have one duty, and one duty alone: to supply electricity to those 
who will meet the costs of it and to do so at the lowest possible expenditure 
of resources consistent with the maintenance of employment standards at the 
level of the best private firms. Any deviation from this task should be under- 
taken only on precise instructions. The line between the Government and 
industry should be a clear one for all to see. 


These are precepts that need to be applied to the whole range of state industries. 
The fully efficient functioning of the electricity supply industry itself must 
indeed await the general reform, since both its principal raw material and its 
main competing products are at present uneconomically priced by its sister 
corporations. It is evident, moreover, that the rigorous implementation of 
the commercial principle in, for example, the coal industry or on the railways 
would involve a very much greater degree of reform than is necessary in elec- 
tricity: and the loud noises being made at this moment by interested pressure 
groups and economically ignorant well-wishers provide a reminder of the 
strength of the obstacles to reform. It is perhaps fortunate that the first 
independent inquiry into a state industry was made on the easiest wicket. 
For the Herbert committee has marshalled the unassailable evidence with such 
clarity and skill that its application on more difficult ground may not in time 
prove as hopeless a task as it has hitherto appeared. 
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As I See It... 


By Sir Oscar Hobson 


























HE French banking review Bangue in commenting on my contribution 
in the January number of THE BANKER, said that it displayed “ perspec- 
tives assez pessimistes’’. Personally, I have never admitted to being a 
pessimist, and looking back over the years I judge that I have been wrong 
just as often (and how often !) through being too optimistic as too pessimistic. 

Be that as it may, I cannot think that there has been any improvement 
in our situation since I wrote about it in such allegedly gloomy terms. It 
seems to me that it has got definitely worse, not so much through anything 
that has happened as because so little has happened. 

What are the actual events of the two months which bear on our national 
economic position ? The credit squeeze has gone on and while it certainly 
shows signs of ultimately producing results in the investment field, it has still 
done nothing either to curb consumption or to affect the utter fullness of 
employment or to influence in any decisive way the pressure for higher wages. 
Indeed, it would seem that the present round of advances may be even rather 
stiffer than seemed likely at the end of last year. The semi-bankrupt British 
Transport Commission has, not for the first time, set the pace by an offer of 
signal (no pun intended) if vicarious generosity to the railwaymen. It has 
offered a 7 per cent. advance whereas it could almost certainly have got away 
with 5 percent. Thereby it has not only prospectively doubled the formidable 
deficit at which it was already running but has set a standard which other 
cmployers are finding it difficult not to match. 

Then, of course, we have had some speeches on the situation, notably one 
by the Prime Minister and two by the Chancellor of the Exchequer. Sir 
Anthony Eden said much the same as he said last summer, namely, that we 
should be in grave difficulties if we could not export enough to pay for our 
imports and that “ further measures ’' would be taken if necessary. 

Mr. Macmillan in one speech treated us to a pyrotechnic display of assorted 
metaphors, illustrating the meaning of inflation. Several of them were as apt 
as metaphors can be, one of them (about overloading the circuit and having 
to pull out plugs if the fuses were not to be blown) was new. But another 
struck me as thoroughly fallacious and dangerous. He likened the various 
demands for purchasing power—by local authorities seeking to borrow more 
than the public was saving, by industries paying out more than their produc- 
tion warranted, by wage and salary earners seeking undue advances—to 
‘“ printing presses’’ printing more banknotes. He said: “‘ Some of the printing 
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presses are under the Government's direct or indirect control. Others are 
not and in a free society cannot be’. In other words, Mr. Macmillan assigned 
to various groups of citizens an equal power of creating currency to that 
residing in the central government. That, I submit, is an abdication of 
responsibility and a misrepresentation of the true meaning of “ free society ”’. 
The “ control of the printing presses ’’, the maintenance of a sound and stable 
currency is the responsibility of the Government and of nobody else. It is 
not the right of industries and workers in a democracy, any more than in an 
autocracy, to call money into existence as they choose. Any such theory 
spells chaos and disaster for any community in which it gains acceptance. 

It may be said that I have been bringing up heavy artillery to demolish 
Mr. Macmillan’s flight of fancy—breaking his butterfly on a wheel. I hope 
profoundly that his actions will presently shatter my doubts. But I must 
say that if they do, he is masking his intentions with remarkable skill. For 
what line did he take in his other speech at Gainsborough in the middle of 
last month ? It was the deprecatory line, the sweetly reasonable line. The 
economy had got just a bit out of hand. We should need to take some steps. 
But of course they wouldn't hurt. They would “ keep alive this wonderful 
forward movement that we have made in the last five years ’’. Only “ invest- 
ment ’’ would need to be squeezed. Not a word about consumption. And 
if anybody was to be inconvenienced it would be the employers, not the 
employed. So far as the employers’ side was concerned, there was to be 
monopolies legislation, but the Chancellor “ felt certain that the trade unions 
would not neglect their part in this field’’. This is the Cripps-Gaitskell 
technique—compulsion for capital, exhortation for labour. But it is rather 
odd to find it coming from the other side too. Or is it ? 

finally, among the economic events of the year so far—and concretely 
the most serious of them all—there is the January overseas trade return 
showing imports at the highest figure for five years, with the sole exception 
of March last, and the excess of imports over exports (£74.2 millions) at well 
over the monthly average of last year. 

So far from yielding to the gentle pressure of monetary policy which has 
been held out to be the proper treatment of boom, not complicated by gross 
market speculation, our balance of payments after a year of such pressure 
seems still to be deteriorating. Some would say that that is proof that 
monetary policy by itself is no good, that it won’t work under “ modern 
conditions ’’ and that it needs to be either replaced or supplemented by direct 
controls on imports and/or capital expenditure. 

Personally, I find it difficult to be patient with such claims. What we 
are suffering from is, as everybody knows and agrees, “‘ too much money ”’; 
too much money in relation to the amount of goods and services coming into 
the market to be paid for in money. Theoretically the maladjustment can 
be cured by increasing the production of such goods and services until there 
is no longer too much money. Every politician on both sides has been 
pointing that out ad nauseam for the past ten years, even while at the same 
time he has been planning or meditating fiscal or physical restrictions on 
industrial investment which are bound to handicap future production. 

In fact, we know that it would need a miracle to bring about any big, 
sudden increase in production. Normal increase in productivity is no cure 
for inflation, for under present conditions it does not lead to any fall in the 
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price level. Therefore, inflation can only be tackled by attacking the money 
side of the equation. Direct controls do not do that effectively. They are 
mere temporary palliatives, restricting the flow of money at arbitrarily chosen 
points but bringing about no permanent adjustment. 

What has happened in the past year has not in the slightest degree dis- 
proved the validity of the classical monetary theory. What it has proved is 
that there has been a division of counsel among the authorities on how to 
apply the theory in practice, and an absence of the will to apply it fearlessly 
in any way which would involve them in unpopularity. 

There has, indeed, been a deplorable failure of money technique. It is 
now almost exactly twelve months since the Bank rate was raised to 44 per 
cent. In that year the Bank has maintained a desultory pressure on the 
discount market which has always stopped short of pushing the market rate. 
Otherwise it has done precisely nothing and the Governor has in occasional 
public utterances in effect apologised for its inactivity by protesting that his 
writ did not run in the “ public sector ’’. He passed the buck to the Chancellor 
and the Chancellor last July passed it on to the commercial banks in the 
form of his request to them to bring about a “ positive and significant ” 
reduction in advances. The one really constructive monetary step taken 
during the year was the decision announced in the autumn budget to expose 
the local authorities to the discipline of the interest rate. It may be that this 
represented a victory for Threadneedle Street over Great George Street—a 
partial but successful passing back of the buck. 

But the decision was late. It could and should have been taken months 
before. And, indeed, as some of the bank chairmen have been pointing out, 
dilatoriness and half-heartedness have been the keynotes of our central 
monetary management ever since the first signs of economic strain began to 
appear in the late summer of 1954. This one can largely ascribe to the 
pathological fear of doing anything which remotely threatens or could 
possibly be thought to threaten the categorical imperative of brimfull 
employment. 

Many years ago amid the very different turmoil of the early thirties, the 
late Sir William Brown, permanent secretary to the Board of Trade, said to 
his President, ““ We have been two years too late in everything we have done. 
Let’s think what will be two years too late two years hence and do it now” 
Over this business we (I really mean “ the authorities’’ but will defer to Mr. 
Macmillan’s printing press metaphor and let it stand as ‘“‘ we’’) have been 
six months late all the time. What must we do now which will be too late 
in six months? In six months unless very prompt action is taken, a new 
round of wage advances may be well on the way, we may well have lost a 
lot more gold and perhaps have lost the battle of $2.80. 

The one thing that has to be done is to reduce the flow of money. There 
are different views as to how it should be done. I had that in mind when 
| spoke of a failure of money technigue. There is a school, which includes 
Sir Oliver Franks and his advisers, which lays prime emphasis on the volume 
of bank deposits and thinks that while our huge floating debt of monetisable 
Treasury bills remains, neither a higher Bank rate nor the banks’ squeeze can 
be very effective. There are others who believe that despite the floating debt 
the interest rates’ “‘ spectrum ’’—the Bank rate and the rates related to it—is 
paramount. There is Mr. George Schwartz who seems to say: “‘ A plague on 
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both houses. Put a statutory limit on the fiduciary issue and send the 
Governor of the Bank to the Tower if he doesn’t observe it ”’. 

I think there is a problem deserving study. I wonder how much time the 
Treasury and the Bank have devoted to it. But it is a technical problem for 
bankers and economists. Heaven preserve us from another Macmillan Com- 
mittee, taking eighteen months to report. Funding of floating debt on any 
scale sounds expensive, yet it may be cheaper to pay a high rate of interest 
for a short time than a less high rate for a very long time. And there may 
be means of keeping down the cost by offering the public securities carrying 
special advantages such as lottery prizes or perhaps by some act of self- 
sacrifice on the part of the banks. 

The main essential is the conviction and the will that the policy initiated 
a year ago must be made effective, cost what it may. I am bound to say, 
however, that while the unemployment phobia exists—or until it is overcome 
by the still stronger phobia of failure of raw material supplies—I don’t quite 
see what is going to create either conviction or will. 

Then, of course, there is the budget, which we are constantly being told 
we must wait for. In the previous “ crisis ’’ in 1952, incidentally, the budget 
was on March 11, so that we didn't have to wait so long for it. I make no 
complaint that there is no suggestion of bringing it forward this year. Mr. 
Macmillan is but newly in the saddle and doubtless needs the extra month. 
He certainly needs it if he is going to use the budget for its proper purpose, 
namely, for making a start on the recasting of our fiscal system in the light 
of the recommendations of the Royal Commission and of other recent official 
reports. For purely monetary measures there is no need to wait for the 
budget. But what about increases in taxation as distinct from changes of 
the form of taxation ? Have we to expect such ? I was one of the few who 
a year ago thought that Mr. Butler, despite his big surplus, should not cut 
taxes. But I don't think I feel inclined to say that Mr. Macmillan, notwith- 
standing his big prospective surplus (though only indeed “ above the line ”’), 
should increase taxation. It seems to me that unless he grasps the infla- 
tionary nettle, in the sense of bringing about a monetary situation in which 
a fall in industrial profits makes it impossible for employers to offer higher 
wages, a step-up of taxation might even aggravate the inflationary pressure. 

Well, I shall probably be accused of being gloomy again. But I will say 
this: Mr. Macmillan has the reputation of being able to be tough, if he wants 
to be. Despite all my doubts and fears, I still buoy myself up with hope 
against hope that, before it is too late, he will be tough—and tough in the 
right way. Then indeed, my perspectives may become assez optimistes! 


ok 


I had an uneasy feeling when I wrote the above that something would 
happen to make nonsense of it. But I was under starter’s orders and had to 
chance that. Well, something has happened. We have had the raising of the 
Bank rate from 44 to 54 per cent. and Mr. Macmillan’s further statement of 
measures, of which there was no hint when I wrote. I have, nevertheless, 
decided to let my article stand without alteration of a comma—if only as a 
record of emotion. At any rate, the last sentence but one has proved prophetic! 
I gladly acknowledge that Mr. Macmillan’s bite has been worse than his bark. 
Whether it has been bad enough we shall know within a few months. 
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Will Brazil Unravel its Exchanges? 


By a Special Correspondent in Brazil 


T the end of January Dr. Juscelino Kubitschek de Oliveira, a doctor of 

medicine who had previously been governor of the State of Minas Gerais, 

took office as president of Brazil. The preceding four months during 
which he had been president-elect were characterised by uncertainty and 
intrigue; in November, a state of emergency was declared, and in mid- 
February it was still in force. Responsible Brazilians naturally hope that 
the accession of Dr. Kubitschek will see an end to the political disorder and 
economic instability and inaction of past years. In particular, it is hoped 
that he may at length implement the sorely needed exchange reform, the 
blueprint for which has been ready for nearly six months, but has been bundled 
from hand to hand in an extraordinary manner. Dr. Kubitschek has already 
stated that he intends to give “ first priority ’’ to exchange reform. He had 
discussed it with experts on his flying visit to the United States and Europe 
(and in particular with Dr. Salazar, Portugal’s dictator-economist) and he has 
appointed as his finance minister Senhor Alkmin, a close political associate 
for many years, who has served as secretary of finance in Minas Gerais and 
later in the Bank of Brazil. 

Politically, Dr. Kubitschek is said to be a man of flexible mind, and willing 
to listen to reason. But the main plank in his platform, if such it may be 
called, is that he is the continuator of Getulio Vargas; and his vice-president 
is Sr. Jango Goulart, who was the Labour Minister under Vargas responsible 
for doubling the minimum wage in May, 1954, which had such ill effects. It 
was the success of Sr. Goulart, more than that of Dr. Kubitschek himself, that 
was responsible for the abortive attempts in the autumn to thwart the con- 
stitutional process. 

The lasting influence of Getulio Vargas was described here some twelve 
months ago, when the suggestion was made that although a familiar figure 
had at last departed for good, the soul went marching on. It could hardly 
be otherwise. Vargas overshadowed his country for the twenty-five years 
preceding his suicide in August, 1954, and he left permanent marks not only 
on the economic and social structure, but also on the Brazilian mind. Those 
who never sympathized with him will say that robust growth is not normal 
under a permanent shadow, except for selected species; but on the other 
hand almost any Brazilian, if asked the simple question in no particular 
context, would point to the last quarter of a century as the period of his 
country’s greatest progress. It required the didactic memory of Dr. Gudin, 
the last Finance Minister but two (who resigned ten months ago) to recall 
and prefer the opening decade of this century, when much was done without 
expanding the fiduciary issue. Two of Vargas’s greatest creations were an 
intensely national outlook and the system of tackling economic problems by 
inflation. The first might well appeal to the attitude of the common man, 
because he has so much reinforced concrete evidence to point to and. would 
not realize what common men have had to pay for it indirectly. And the 
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inflation could guide the judgment of most men of affairs, because those 
affairs might not have gone so well without it. 

Few expected the caretaker government that took over under Sr. Joao 
Café Filho in August, 1954, to perform miracles. Yet, with Professor Eugenio 
Gudin at the finance ministry, a serious exchange crisis was averted; anti- 
inflationary measures were introduced and began to succeed; and the stage 
was set legally and psychologically for a return to healthy methods for foreign 
exchange. Indeed, it was no secret that Dr. Gudin’s immediate associates 
urged him to make the change without delay, but that the Minister insisted 
on a more complete check to inflation before acting. He has said recently 
that he had expected to make the change quietly and overnight by August 
or September. 

Unhappily Dr. Gudin did not stay. For reasons unconnected with policy 
he suddenly found his position untenable, and on April 13, 1955, the Professor 
of Economics handed over to Sr. Jose Maria Whitaker, a distinguished Sao 
Paulo banker who had occupied the post for a short time many years ago: 
he accepted only after great persuasion and for considerations of patriotism. 
On his appointment, radical reform of the exchange system seemed certain, 
for the new minister had always advocated a single and realistic rate, and he 
repeated this aim in his inaugural speech. Sr. Whitaker did reverse a number 
of his predecessor’s policies, but he confirmed an outstanding invitation to 
Mr. E. Bernstein of the International Monetary Fund to suggest a way of 
improving the exchange system. By August, Mr. Bernstein’s report was 
ready, and was then worked over by Brazilian experts. 

Meanwhile the public expectation kindled by Sr. Whitaker’s presence in 
the finance ministry had not abated. By July 26 he was stung into issuing 
a notice beginning “ All suppositions concerning publication and contents of 
the exchange reform are gratuitous ’’ and ending with a broad hint of what 
he had in mind. Even more surprising was the revelation that “ only after 
technical completion can the project be submitted to business associations and 
to Congress for that part dependent on legislation’. The public was left 
more agog than ever and the coffee planters, who expected complete abandon- 
ment of the official rate, were annoyed to learn that “ its abolition could no 
longer be at one stroke, but gradual’. Discreet observers felt abashed that 
such a measure should be handed round trade associations and Congress for 
scrutiny. And important interests began to collect their thoughts and take 
up position. Others, previously inert towards the prospect of reform, dis- 
covered personal advantages in maintaining the current system. 

Dramatic steps followed. The industrial and commercial associations 
went into action, a leading newspaper published an alleged text of the reform, 
and on August 24, after an official interview with the minister, the President 
of the Rio de Janeiro Commercial Association stated publicly that the new 
arrangement would be in force before the end of the month. The minister 
then came out with yet another note, on August 27, in which the shape of 
things to come was again hinted at with the plea that “ since the new plan 
should not greatly disturb present conditions in the coffee market, and seeing 
that its introduction cannot really be called imminent, there is no justification 
for the recent paralysis of business, especially when it might have been hoped 
that in a month particularly favourable to exports the rhythm would not be 
interrupted by groundless expectations’. But by the first days of September 
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the plan had been approved by the I.M.F., and from a letter written by the 
minister to a member of Congress, published shortly afterwards in the press, 
it was clear that at least one and probably more members of Congress had 
copies of the full scheme. 

This publicity and the events accompanying it naturally unsettled business, 
promoted speculation, stimulated legitimate deals that could not wait to go 
awry, and perhaps more than anything else brought the scheme itself to 
nothing. President Café Filho wavered and submitted the plan to his 
ministry and then to the lawyers; elections for a new President were held on 
October 3, and the plan was submitted to the three leading candidates, none 
of whom would commit himself; it was published in the newspapers; and then 
the President threw the whole thing into Congress, which in turn sought 
guidance from the National Council for Economics. 

Although Sr. Whitaker had himself stated previously that Congress would 
have to ratify part of his plan, it appears that he had envisaged this only 
after its implementation. However that may be, he resigned office and on 
October 12 a senior civil servant took his place. The president himself, for 
political reasons that cannot be entered into here, did not stay much longer 
at the head of affairs during the three months interregnum before the inaugura- 
tion of the president-elect. Ans so it came about that the reform that is 
fundamental to Brazil’s prosperity was once again left in the balance. 


2,520 EXCHANGE RATES A WEEK 

The existing exchange system of Brazil is renowned for its frightening 
complexity. The theoretical purpose of the system, which was introduced in 
October, 1953, is at once (1) to preserve the old official rate, declared to the 
International Monetary Fund, of Cr. 18.80 to the U.S. dollar; (2) to keep a 
slice of available exchange cover for official uses and for a few imports such 
as newsprint, petroleum, wheat and others at the favoured official rate; and 
(3) to put the remaining earnings of foreign exchange up for auction, to achieve 
selective import control through the price mechanism and secure for the 
government the maximum share of the scarcity value of the restricted imports. 
The proceeds of the premiums paid at these auctions for promises of sale of 
exchange are allocated in three ways—to subsidize exports, to provide a fund 
for regulating the exchange operations of the Treasury, and to provide long- 
terms loans at low interest rates to farmers, to promote improved methods. 
From the inception of this scheme until the end of June, 1955, a total of 
Cr. 53,205 millions, equivalent to just over £1,000 millions at the official rate 
of exchange, had been paid by importers in premiums at these auctions. Of 
this, Cr. 30,403 millions went in export subsidies. 

Exchange sold at the auctions is divided into five portions, available for 
five categories of imports of diminishing essentiality—and there are two 
further categories for agricultural produce. Facilities for purchase are offered 
at the eighteen stock exchanges throughout the country and there are separate 
auctions for every currency and every category of exchange in any one cur- 
rency. As the demand for the twenty or so currencies on offer and for the 
detailed categories varies from locality to locality, it has been estimated that 
Brazil has no less than 2,520 different exchange rates every week. They 
have only one common characteristic—a continuing tendency tosag. Between 
the last quarter of 1953 and the second quarter of 1955, the average value 
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of a premium (excluding, that is, the basic rate of Cr. 18.82) on an “ import 
dollar’ in the first category rose from Cr. 12.95 to Cr. 46.44; in the second 
category from Cr. 19.36 to Cr. 48.60; in the third from Cr. 19.36 to Cr. 48.60; 
in the fourth from Cr. 33.37 to Cr. 69.55; and in the fifth from Cr. 60.08 to 
Cr. 127.54. The ‘“‘ mean import dollar ”’ itself, that 1s the weighted average 
of all auctions plus the basic rate, rose from Cr. 40.91 in the last quarter of 
1953 to Cr. 74.67 in the second quarter of 1955. 

Moreover, the pressure on import costs to Brazilian industry has been 
larger even than the rise in the premiums would suggest: it has been aug- 
mented by the fluctuations—in the categories, between currencies and between 
one stock exchange and another—since the importer is obliged to cover his 
risk by allowing wide margins in gross profits. The internal price structure 
is further distorted by the special rates permitted for the selected imports 
kept off the auctions. Newsprint still enjoys the official rate of Cr. 18.82 to 
the dollar with no surcharge; petroleum products are subject to no less than 
six different rates with diesel and fuel oils at Cr. 33.82; wheat is obtainable 
at Cr. 25.82, and is to benefit further by a deal with the United States under 
which Brazil will receive about one-quarter of one year’s consumption for 
payment in cruzeiros over forty years. Overseas financing contracts have 
been liquidated at rates varying between Cr. 25 and Cr. 45 to the dollar. 

Notwithstanding the introduction in 1955 of an “‘ area of limited converti- 
bility ’’ (comprising at the outset the original members of the Hague Club, the 
United Kingdom, Germany and Holland, later joined by Belgium and now 
perhaps to be extended to embrace France, Sweden and Austria) the pattern 
of Brazil’s foreign trade remains mainly bilateral. Under the present import 
system this means in effect that purchases are generally made not at the 
lowest price overseas but at the price that happens to be lowest to the importer 
in cruzeiros. Marked differentials in cross rates have emerged, since Brazil 
has built up considerable balances in some currencies subject to bilateral 
agreements, and has offered these in greater quantity than the currencies in 
tight supply. The large margins between the various cruzeiros that obtain in 
free markets, such as that of Zurich, naturally lead to profitable triangular 
operations. In terms of the bilateral currencies, the cruzeiro rate plus export 
bonus is fixed only four per cent. below rates for convertible currencies and 
for those in the limited convertibility area. On world markets, however, the 
depreciation in terms of the inconvertible currencies is about fifteen per cent. 

The ensuing arbitrage operations load the exchange costs of imports con- 
siderably—although these may appear cheaper in cruzeiros when the premiums 
at the auctions are reduced by large offers of a currency in plentiful supply. 
A case in point is that of a certain common article manufactured in the Hague 
Club area that could have been exported direct for the equivalent of three 
dollars but was easier to sell via Spain at four and a half dollars—as the 
cruzeiro rate for pesetas at the auctions was relatively depressed (and hence 
made more favourable to the Brazilian buyer). This is one of the main 
reasons why the Hague Club has not been too successful. Some effort has 
been made to check the accumulation of bilateral balances, by attempting to 
limit exports to certain bilateral countries; but it is not easy to see how the 
distortion and increased cost of Brazil’s imports can be removed while 
bilateralism is maintained over a wide range. Naturally, marginal suppliers 
of Brazil are not displeased with the bilateral agreements and, for different 
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reasons, it appears that the Brazilians themselves are not entirely ready to 
abandon them. 

The exchange system for Brazilian exports also is governed by categories 

of increasing subsidies. Moreover, as internal costs go up and prices 
become uncompetitive, goods pass from one category to another; and special 
arrangements have been made for certain products found difficult to sell. 
Obviously every transfer to a more subsidized category involves further 
devaluation of the cruzeiro, and a further drain on the government’s profit 
from its sales of exchange. But while exports remain uncompetitive and 
Brazil earns progressively less overseas, less exchange is available for imports 
and premiums mount. The system inevitably runs itself down. 

The Whitaker plan envisaged the abandonment of the present official rate 
in favour of a realistic rate for all exports except coffee. The rate for coffee 
exports would at first have remained more or less where it was at around 
Cr. 40 to the dollar, but there would be small fixed weekly adjustments to 
unify the rate with that for other products over a protracted period, special 
provisos being made for a fall in world coffee prices. [he auctions were to be 
replaced by surcharges on the categories until the introduction of the new 
ad valorem customs tariff. The favoured rates on imports of selected goods 
were to disappear over a period of twenty months. It now appears likely, 
however, that the National Council for Economics will suggest amendments 
to the original plan, and there is no indication as yet of the attitude of the 
new government to the shape that exchange reform shall take. 

The true market value of the cruzeiro is impossible to assess. It should 
be noted that it is not accurately reflected by the so-called free rate, which 
applies to financial transactions and is quoted at around Cr. 65-70 to the 
dollar. The market is a narrow one closely allied to the black market; for 
some time past it has been well supplied with funds derived from “ side 
shows ”’, principally in the classification of coffee. Sr. Whitaker’s plan did 
not foresee the immediate closing of this market. But his full intentions were 
never made known and he himself said that there were to have been a number 
of supplementary instructions governed by actual experience. 

Uncertainty about the policy of the new government is not confined to 
the sphere of foreign exchange. If Dr. Kubitschek keeps his promise, the 
spirit of Getulio Vargas is to go marching on; but so far it 1s difficult to judge 
what that will involve in practical terms. Dr. Kubitschek has announced his 
intention to fight inflation by every means, but at the same time he promises 
heavy investment in public works. There is emphasis on industry. Much 
may depend on his attitude towards foreign capital in the production of 
petroleum. If the president is sincere in his declared attitude to inflation, he 
has a bad heritage to contend with. Although Dr. Gudin and Sr. Whitaker 
did much to restrain inflation, the flood gates of the fiduciary issue burst in 
the last quarter of 1955, and the Federal Finance Act for 1956, as well as the 
very important Sao Paulo State Finance Act, were voted with deficits that 
will inevitably swell as the year passes. Moreover, very large credits have 
been granted for extra-budgetary expenditure. This can only mean the 
printing of more paper and added impediments to the introduction of a reform 
in the foreign exchange system. On the other hand, Dr. Kubitschek must 
be aware that the longer that reform is delayed the worse the repercussion 
will be when it comes, as come it must. 
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Belgium’s Uneasy Prosperity 
By A. Leeman 


BrussELs, Mid-February. 


N the showing of the still incomplete economic statistics, the contents 
().i the cornucopia appear to have been scattered liberally over Belgium 

in 1955. The national cake was baked larger and there was enough over 
to put an extra bit of sugar icing here and there. According to several esti- 
mates, the net national income rose by about 6 per cent., to some B.frs.350,000 
millions (equivalent to £2,500 millions). As prices certainly did not rise by 
more than 2 per cent., it may safely be assumed that the increase in the volume 
of real resources was of the order of 4 per cent. Yet, threatening Belgium’s 
present prosperity, there lie beneath the surface immediate and long-term 
problems that demand a radical shift in present policies, on the part of the 
Government and private industry. 

The boom that has developed in Western Europe since 1953 became 
apparent in Belgium towards the middle of 1954. In 1955 the upward trend 
was still more pronounced, and records were beaten in most sectors of economic 
activity. Industrial production, which in 1954 increased by about 3 per cent., 
rose by a further 5 per cent. The greatest gains were achieved in electric 
power generation and oil refining (up by 6 per cent. and 24 per cent. respec- 
tively) and in the capital goods industries. The steel industry succeeded in 
stepping up its production by no less than 18 per cent., and the metal-working 
industries by 5 per cent. Even coal production, which is normally inelastic, 
was able to be raised a little. Building activity was exceptionally brisk. The 
slowing-down of the rate of construction of dwellings that occurred during the 
closing months of the year was more than offset by an expansion in industrial 
building and public works. The flat glass industry worked to full capacity, 
and this led in turn to an extension of existing plant in the plate glass sector. 
The same buoyant tendencies were displayed by most consumer goods 
industries, with the notable exception, as elsewhere in Europe, of the textile 
industry. 

This appreciable all-round expansion had repercussions that are familiar 
in Britain and some other European countries, but less so in Belgium. The 
number of wage and salary-earners in industry rose by 16,000 compared with 
1954, while the daily average of unemployed persons fell by no less than 
50,000 compared with 1954. Unemployment fell to about 5 per cent., compared 
with 8-9 per cent. in 1953.* The pressures caused by the attainment of full 
employment induced the granting of further wage increases of approximately 
24 per cent.; the minimum rate was raised to 20 francs an hour, and adjust- 
ments were made in the higher rates. Of far more importance, however, is 
the agreement of October 28 on the introduction of the five-day week. Some 
industries estimate that this will put another 54 per cent. on their wage bills, 
and that production may fall off. 





* It should be noted that the Belgian unemployment figures are compiled on a basis signifi- 
cantly different from Britain’s; the comparable figures would be appreciably lower.—Eb. 
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The high degree of activity and the resultant increase in earnings led to 
an appreciable expansion in home trade; the real turnover of retail traders 
rose by 8 per cent. But the greatest stimulating influence on the economy 
was that exerted by export demand. The value of Belgian exports in 1955 
increased by more than one fifth; even in terms of volume, the increase was 
about 163 per cent. In the last quarter of the year exports reached an 
unprecedented level. Imports also climbed steeply, as a result of rising 
demands for raw materials and of the increase in incomes, but not sufficiently 
to prevent an improvement in the trade balance. In 1954, exports covered 
imports to the extent of 95 per cent., and last year the proportionate cover 
rose to 98 per cent. During the last quarter of the year exports actually 
exceeded imports, by 3 per cent. Last year’s expansion in exports was 
mainly due to the efforts of the base metals and machinery industries, though 
all major categories showed some increase. 

Belgium traditionally earns a net surplus in its invisible transactions, and 
the current balance of payments in the first half of 1955—figures for the second 
half are not yet available—showed a surplus of 2,200 million francs (equivalent 
to {15.7 millions). Capital imports by the authorities—Belgium’s external 
debt rose by 1,993 million francs during the year—raised the total increase 
in the gold and dollar reserves of the National Bank to 2,400 million frances 
in the first half of the year and 3,200 million francs in the second half, equivalent 
to an increase of about $112 millions in all. 


BURDEN OF GOVERNMENT EXPENDITURES 


These accruals of foreign exchange naturally made heavy demands on the 
authorities in terms of internal currency, and, as in previous years, advances 
by both the National Bank and the private banks to the Treasury followed a 
pronounced upward trend. At the same time, credit taken up by the private 
sector grew strongly, particularly during the first eight months of the year. 
At the beginning of August the National Bank deemed it advisable to raise 
its discount rate, which had remained unchanged at 2? per cent. since 
October 1953, to 3 per cent. Towards the end of September ‘conditions in 
the money market gradually eased, and subsequently the bond market 
acquired more firmness. This was attributable in some measure to the 
hesitant tone displayed by the share markets from the end of September 
onwards—though share prices in the year as a whole showed an average rise 
of 12 per cent. 2 

Despite the upward monetary pressures caused by the industrial expansion, 
the level of prices remained relatively stable. Retail prices rose by only 
I.3 per cent. during the year and industrial wholesale prices by 6 ‘per cent, ; 
the average level of retail prices was actually lower than in 1954, and that 
of industrial wholesale prices up by no more than 3 per cent. The expansion 
in the supply of money was not in fact out of line with the rise in industrial 
output: both amounted to about 5 per cent. (though the volume of the total 
national product, as noted, does not appear to have increased by more than 
4 per cent.). It is noteworthy however that the relative stability of average 
prices that is apparent in the year as a whole conceals important divergent 
movements. Throughout the second half of the year a distinct upward 
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tendency prevailed, following a relapse in the first half. Moreover, a pro- 
nounced rise in industrial prices was partially offset by a decline in agricultural 
prices. It was this that helped to check the rise in the cost of living. The 
largest price increases within the industrial sector were registered by metals, 
chemical products and fuels; the only significant decline was in prices of 
textile goods. 

To judge merely from the superficial evidence of the country’s prosperity 
one might be inclined to say that Belgium has found the philosopher's stone by 
combining financial stability with fullemployment. And yet each day brings 
fresh worries, and those of the distant future seem likely to be even more 
acute. The most urgent of the immediate problems is that faced by the 
Treasury. Since the beginning of the present economic revival in 1954, tax 
receipts have recorded an increase of about 13 per cent., of which 8 per cent. 
was achieved during 1955 alone. Despite this, the national debt has been 
swollen very considerably; the domestic capital market indeed is no longer 
able to cope with the task of financing Government spending, and the 
authorities have been obliged to have appreciable recourse to foreign loans. 
Like other economic activities, official expenditure is running at a record 
level. This reflects the complete lack of a conscious cyclical policy—and 
indeed the Treasury’s unrestrained borrowing itself excludes either the adoption 
of an aggressive open market policy or the manipulation of the banks’ cash 
ratios. 

Moreover, the disinflationary effect of the increased tax yield has been 
mitigated by the fact that it has come only from sectors in which the taxes 
have been added to costs and prices. There is now a real danger that the upward 
movement of prices will gradually hoist the index of retail prices to the critical 
point of 102.7 (which is only half a point above its level at end-1955), at which a 
general rise in salaries for civil servants would come into force. Further 
heavy burdens on the Treasury, to a total of 530 million francs, will be imposed 
by the recent decision to introduce the working of a five-day week in 
the collieries. 

The high rate of Government spending has further adverse effects on the 
economy, and in particular on the pressing needs for finance of the private 
sector. A direct consequence of the Treasury’s excessive borrowing on the 
capital market is that interest rates on State loans remain very high, which 
means that industrial financing is proving a costly business; and many in- 
vestors still prefer official bonds to equity stocks. Further, the enforced 
automatic financing of the Treasury by the private banks has had a con- 
strictive influence in the money market. 

The second pressing problem of the moment results from the recent 
upward adjustments of wages and prices. In the immediate post-war years, 
the wage policy followed, in conjunction with a highly progressive social 
policy, and notwithstanding the upward valuation of the Belgian franc in 
1949 against most non-dollar currencies, had the effect of driving Belgian wages 
far higher than those of most other European countries. Since 1950, and 
particularly since 1952, in contrast, the rise in the wages paid by our neighbours 
has far exceeded that which has occurred here, so that until quite recently 
the. disparity was gradually decreasing. The latest adjustments, however, 
have reversed this trend, and in particular have improved the competitive 
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strength of Dutch industry—to which Belgian industry is now fully vulnerable, 
thanks to the dismantling of quota restrictions and tariffs that has been 
achieved under the Benelux agreement. 

Immediate problems, however, are not always openly evident as such, 
since fortuitous occurrences frequently exercise a saving influence. Economic 
policy, and to an even greater extent prevailing cyclical conditions, can act 
in such a way as to deprive the weaknesses of much of their danger. Any 
underlying malaise in an economy, however, must sooner or later make itself 
felt. Ihe most serious such malaise in Belgium lies in the pattern of its exports. 


Basic WEAKNESS IN BELGIAN EXPORTS 

The striking feature that emerges from any study of Belgian exports is the 
relatively small change that has taken place in their composition. By far the 
greater part of our exports still consists of raw materials and semi-finished 
goods. In the years 1952-54, exports in these categories amounted to 68 per 
cent. of total exports (of the Belgo-Luxemburg Economic Union), compared 
with 75 per cent. in 1936-38. Exports of raw materials declined in importance, 
owing largely to the decrease in exports of coal, ore and raw textile materials; 
but there was a substantial increase in exports of rolled products, cotton yarn 
and semi-finished non-ferrous metal products. Exports of finished consumer 
and capital goods in 1952-54 accounted for only one quarter of total exports, 
compared with about one fifth in 1936-38. 

Another disturbing indication of the nature of the Belgian export trade is 
reflected in the statistics of exports of relatively ‘““new’”’ goods. In 1950, 
total European exports of motor cars, aircraft, synthetic textile goods, oil, 
miscellaneous chemical and pharmaceutical products, electrical appliances and 
apparatus, and several other types of goods that have been developed in this 
century, comprised 25 per cent. of all exports together. In Belgium, the 
proportion was barely 14 per cent. In the long run, world trade in the goods 
that make up the bulk of Belgium’s exports will tend to fall off. In the short 
run, the trade tends to be particularly unstable, since the heavy type goods 
are those that are most sensitive to cyclical influences; many of them go to 
meet marginal supplies that other industrialised countries need only in times 
such as the present period of high boom. 

The same unchanging and vulnerable trend is to be observed in Belgian 
industrial output as a whole, although it is true that within each of the stag- 
nating or declining sectors a number of newer products have been added, 
which signify a tendency towards more refinement. Examples are the 
increased output recently of woollen carpets and knitted goods in the textile 
sector, of photographic articles, pharmaceutical products and plastics in the 
chemicals sector and of sheet steel in the metals sector. But the basic struc- 
ture remains out-dated; and, particularly on account of the pronounced 
change that has taken place in the cost structure of Belgian industry since 
before the war, from a low wage to a high wage level, the outlook for Belgium's 
economic future appears uncertain. 

In fact, this disquieting conjuncture in the Belgian economy has of course 
endured for many years without making inroads into prosperity. The prop 
to the economy has lain primarily in the almost uninterrupted economic 
prosperity that the Western world has enjoyed since the end of the war. It 
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is significant that the two minor recessions, that of 1948-49 and more particu- 
larly that suffered by Western Europe in 1952-53, had severe effects on the 
Belgian steel and textile industries; the latter indeed, as already indicated, 
has not participated in the current expansion. A recession of a more pro- 
nounced character than that of 1953 would certainly constitute a direct threat 
to existing wage levels. It is difficult indeed to see how, especially in the 
longer term, the present level of real wages can be maintained, unless the 
structure of industry is subjected to quite major overhaul. This would 
necessitate calling upon the help of other countries. The business of attracting 
foreign industries to Belgium has begun somewhat belatedly—and it has been 
shown by experience to be no easy task. Hope lies also in a more thorough 
integration of the West European economies, because it is only in this way 
that Belgium’s basic industries can be assured of sufficiently large markets. 
Belgium has an especially large stake in every form of European integration, 

The most powerful effort, however, will have to come from the Belgians 
themselves. This demands a change in the economic policy that has been 
pursued to date; in particular, the timid attempts now being made to 
encourage investments must be replaced by more resolute action. And this 
in turn calls for a complete revision of both the financing technique and the 


scale of the Government’s expenditure. 
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Irish Banks Feel the Pinch 


By a Dublin Correspondent 


N the Republic of Ireland as in Great Britain, the year 1955 was one of 

exceptional excitement and difficulty for bankers. Ireland has naturally 

been strongly affected by Britain’s credit squeeze; and, in addition, the 
banks were harassed in the early months of 1955 by the continuing dispute 
with the staff organization. The dispute did not, fortunately, lead to a 
closing of the banks, as occurred in 1951, but restricted hours were worked 
from the beginning of December, 1954, until a settlement was reached in the 
closing days of March. In addition to its other disturbing effects, the short 
working inflated the number of items in course of collection at the end-year, 
which naturally blurs the true trend of the banks’ assets and liabilities in 
both 1954 and 1955. The true expansion in deposits and advances in 1955 
is somewhat larger than is apparent from comparison of the end-year figures, 
just as the true expansion in 1954 was smaller than appeared from the figures. 

The increases in the London Bank rate in January and February of 1955 
were not followed in the Republic. The Irish Government, mindful of its 
heavy investment programme, apparently did not favour a move towards 
dearer money. In March, the banks did adjust their rates on deposits of over 
{25,000 in line with those obtaining in London, that is, by I per cent., 
to 24 per cent.; but other rates remained unchanged. This represented a new 
development in Irish banking. For the first time, Irish rates diverged from 
the London pattern. This occasioned some comment among those who 
recalled the authoritative statement of the Banking Commission of 1938 that 
no such divergence could be long maintained. Moreover, the increases in the 
London rates were followed in Northern Ireland so that, again for the first 
time in the history of Irish banking, a divergence in rates emerged within the 
island itself. At the very end of 1955, the banks in the Republic raised their 
rates on deposits under £25,000 by 3 per cent. to 14 per cent., and their rates 
on advances from 54 to 6} per cent. 

In the meantime, the precise effect of the lower Irish rates touched off a 
controversy about the degree of mobility of funds which remains undecided. 
It has been suggested that balances that normally would have been deposited 
with the banks in the Republic found their way to Northern Ireland and to 
Britain, and that some branches of United Kingdom firms operating in the 
Republic, normally financed by their parent companies, took advantage of 
the lower rates obtaining on Irish bank credit. No definite conclusion about 
the extent of such movements can be reached; certainly, they proved trouble- 
some to the Irish banks. One bank chairman remarked that “ the result of 
pegging rates of interest for deposits and advances here at lower levels than 
‘elsewhere ’ was, as could have been expected, that saving through bank 
accounts was discouraged while borrowing was not, thus creating the incon- 
gruous situation that, in effect, borrowers were being subsidised at the expense 
of savers ”’. 

These pressures involved strains on the liquidity of the Irish banks; but, 
as in Britain, they helped to increase earning capacity. The profits of the 
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eight banks doing business in the Republic rose by a total of 4.3 per cent., 
compared with an increase of 5.5 per cent. in 1954. The detailed figures are 
given in Table II. But, for the second year in succession, the banks, with 
the exception of the Munster and Leinster bank, which raised its rate from 
12 to 13 per cent., maintained their dividends unchanged. In 1953, six of 
the Irish banks increased their dividends, for the first time since 1947; the 
National Bank had moved already in 1952. The one Irish bank that has not 
raised its dividend from the stabilised level of the early post-war years is the 
Ulster Bank, notwithstanding the increase made in 1954 by its English parent 


bank, the Westminster. 





























TABLE I 
PROFITS AND DIVIDENDS OF IRISH BANKS* 
NET PROFITS DIVIDENDS 
1953 & 
1953 1954 1955 1935-35 1947-52 1954 1955 
(£’000s) (Per cent.) 
Bank of Ireland 414 422 430 133 14 15 15 
Dublin 
Hibernian Bankt 101 104 107 113-12 12 13 13 
Dublin 
Munster & Leinster Bankt 159 167 180 12 II 12 13 
Cork 
National Bankf 322 350 305 12 10-1] II II 
London 
Northern Bank 130 14! 146 124-10} 10} 114 114 
Belfast 
Provincial Bank 72 77 77 12} 10 12 12 
Dublin 
Royal Bank 41 41 43 9-8 7 8 8 
Dublin 
Ulster Bank 133 147 163 4 18 18 rs 
Belfast 
Total 1,373 1,449 1,511 


* Eight banks transacting business in the Republic. 
+ Profits of these banks shown before deduction of tax on distributed profits. 


The conservative dividend policies of the Irish banks in 1955, like those 
of the London clearing banks, can of course be explained by the need to 
fortify the capital account, which suffered severe inroads from the depreciation 
in the market value of investment portfolios. Some 8o per cent. of the banks’ 
investments is in British Government securities. The banks follow varying 
practices in disclosing the depreciation, or covering it by transfers from inner 
reserves. The total recorded value of portfolios actually rose slightly from 
{29.2 millions to £29.5 millions; a decline of {1.5 millions to £16.9 millions 
in Government securities was more than offset by an increase in “ other ”’ 
securities. 

During the year the banks were concerned as underwriters in a number 
of important issues in the Dublin market—f{43 millions for the Transport 
Company; £10 millions for the Electricity Supply Board; {13 millions for 
Cork Corporation and £6 millions for Dublin Corporation. The issue of the 
Electricity Supply Board was the first made since its establishment nearly 
thirty years ago. The Board’s good record—and perhaps the special magic of 
five per cent. to the Irish investor—proved a strong appeal. In contrast, 
approximately 27 per cent. of the Transport issue and 55 per cent. of the 
Dublin Corporation issue were left with the underwriters. 
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IRISH BANKS FEEL THE PINCH 
Public issues for cash by industrial companies, however, amounted to 
only £828,coo during the year. It was not surprising that one bank chairman 
drew attention to the revealing analysis of capital issues made by the Central 
Bank of Ireland in its last report. This showed that of the total cash value 
of £113 millions of new capital raised in the five years 1950-1954, the Govern- 
ment and the Corporations of Dublin and Cork together absorbed all but 
{14 millions. The Central Bank might truly remark that “on any basis 
the share applied to private investment is quite inadequate’. To a large 
extent this deficiency is made good by the granting of long-term bank accom- 
modation—an expedient that naturally finds little favour with the bankers. 


TABLE II 
CHANGES IN DEPOSITS AND ASSETS 
(£’000s) 


CaAsH, LONDON 





DEPOSITS BALANCES AND INVESTMENTS ADVANCES AND 
CALL MONEY BILLst 
At Change At Change At Change At Change 
Dec. 31, on Dec. 3r, on Dec. 31, on Dec. 31, on 

1955 1954 1955 1954 1955 1954 1955 1954 
Bank of Ireland 77,501* —13,855* 15,288 — 2,106 23,537 ~—15,1607 43,846 + 3,408 
Hibernian 25,520 — 344 2,562 — 1,483 10,630 — 79 13,301 + 1,232 
Munster & Leinster 72,696 + 626 9,167 — 4,284 25,3460 — 125 39,009 + 4,995 
National 83,298 — 2,229 22,093 — 1,909 29,830 — 1,748 34,039 + 1,471 
Northern 43,883 — 1,920 8,488 +1,429 20,474 — 1,878 17,965 — 1,306 
Provincial 39,823 -+ 725 4,938 — 1,350 15,091 — 1,207 22,429 + 3,419 
Royal 19,478 — 833 2,651 — 1,602 6,693 — 165 10,512 + 933: 
Ulster 48,714 — 409 7,921 — 1,238 24,045 — 1,544 19,708 + 2,224 








Total Eight Banks 409,922 -18,239 73,108 -—12,543 178,159 ~—21,913 202,069 + 16,376 


* Includes Government and other public accounts. 
+ Include balances in course of collection except in case of Ulster Bank, and National Bank 


which includes balances under cash item. 


The principal feature of the credit trend in the Republic is the increase in 
advances, apparently by £17.9 millions to £144.4 millions (but probably by a 
somewhat larger amount, if account is taken of the inflation of the figure at 
end-1954 by the accumulated transit items). Gross deposits (only the Ulster: 
Bank discloses its balances in course of collection) are shown to have fallen 
slightly, by £2.7 millions to {187.8 millions, which suggests that the true 
movement was a small increase. 

The stability of deposits in the face of the expansion in advances—fortified 
moreover by an expansion in holdings of liquid assets within the state—is 
accounted for by a steep decline in external assets, comprising mainly London 
balances. This was Ireland’s liquidity squeeze. The total net external assets 
of the banking system fell by £43 millions, from £129 millions to £86 millions. 
A large part of this decline is attributable to the very heavy adverse balance 
incurred by the Republic in its trading during 1955, which was not offset by 
an increase in net invisible receipts. In October, the quarterly bulletin of the 
Central Bank suggested that the payments deficit in the first ten months of 
the year would be about {30 millions; more recently, the deficit for the year 
has been estimated at about £35 millions. 

The Central Bank took some pains to emphasize the effect of the credit 
policy of the banks on the external balance, and emphasised that, since “ in 
our monetary system the commercial banks obtain the necessary domestic 
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cash through surrender of their external assets to the Central Bank ’’,: the 
commercial banks “in framing their credit policies in the light of national 
requirements, must have regard to the holdings of external assets’’. The 
Central Bank went on to point out that the interaction of the external balance 
and domestic credit policy had produced an automatic corrective influence: 
‘The decline in external holdings has been of such magnitude as to have 
inevitably a limiting influence upon further extensions of bank credit and, 
since the lending and investment activity of the commercial banks is the 
principal source of new money, upon further expansion of the total supply of 
purchasing power "’. 

The payments deficit of the Republic in 1955, and indeed the long series 
of deficits incurred since the end of the war, are attributable primarily to a 
steady increase in the propensity to import, which in turn owes much to the 
expansion of bank advances. The I[rish economy offers little scope for expan- 
sion on the model of a Keynesian closed economy: the close integration of the 
financial structure with that of the United Kingdom means that the draught 
is quickly felt in the form of a decline in external assets. In 1955, the 
pressures imposed by rising consumption were augmented by a notable increase 
in capital investment. 

The desirable method of resolving the conflict between internal expansion 
and external unbalance is of course to expand exports. It was highly unfor- 
tunate that the increased activity of 1955 coincided with a slight reduction 
of exports, which were already dangerously below imports. The success 
or failure of present hopes of economic development turns on export capacity 
—which for all practical purposes means the earning power of agriculture. 

There are many signs of improvement in agricultural techniques and, 
what is equally important, of a new confidence among farmers. Farmers have 
indeed for many years been exhorted to invest their money in their land and 
equipment. There are signs that these appeals are now bearing fruit, and 
that a new interest is being taken in the application of scientific processes to 
agriculture. But, equally, there appears every sign at the moment of a 
recession of prices from the peaks of 1954-55. The last report of the Central 
Bank remarked that in 1954 the Irish economy was saved by the bullock. It 
was perhaps too much to expect a repetition of the feat in 1955; but it seems 
beyond doubt that the close link between bank assets and cattle will persist 
for many years to come. 
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Is Life Assurance Keeping Pace? 
By a Special Correspondent 


EASURED by the volume of new business, the British life assurance 

offices enjoyed another outstanding year in 1955. For the large sample 

of offices included in the big table overleaf, the net new sums assured, 
on account of ordinary life business, reached nearly £1,068 millions, or 14 per 
cent. more than in the previous year. This increase was slightly smaller 
than that of 16.1 per cent. achieved in 1954, but it was comfortably above 
the post-war average. The increase in business year by year is set out in 
Table I, which highlights the particularly large contribution made by group 
business. The expansion in life business, however, has not been large enough 
to justify complacency: indeed, as is suggested below, there is one sense in 
which life assurance must be regarded as a declining and not an expanding 
influence in the British economy. 

TABLE I 
ORDINARY LIFE BUSINESS 1949-54 
NEw Sums ASSURED 


Individual Group 
Year business business Total 
(£ millions) 
1949 vs -. .: 473 61 534 
1950 ve a - 518 75 593 
1951 + ies 7 593 135 728 
1952 nia 5 me 610 163 773 
1953 a 4 ea 653 170 823 
1954 a - ‘i 758 203 gOI 
1955 wa a - a -- 10638* 


* Based on large sample of companies, listed in Table II, which 
account for about 95 per cent. of total ordinary business. 


One important factor in the expansion of business has of course been the 
rise in prices, which renders existing policies inadequate. But there has also 
been a significant growth in the real value of new assurance business. Between 
1938 and 1946, the rise in the value of new business was almost exactly 
counter-balanced by the decline in the purchasing power of the pound (as 
measured by the official index of retail prices); but between 1946 and 1955, 
the increase of 173 per cent. in new business reflected an increase of over 
70 per cent. in real terms. This remarkable advance owes much to two 
major influences: industrial prosperity and high taxation. These have 
provided a fertile soil, and it has been intensely cultivated by the life offices. 

Life assurance has been elevated to a leading role in the nation’s personal 
savings effort. In 1954, life and annuity income from the ordinary branch 
reached £440 millions, of which gross interest accounted for {112 millions, 
and life and annuity premiums for {317 millions. Premiums from industrial, 
or home service, assurance added a further {148 millions, bringing the total 
to £465 millions. After deducting payments of claims and administrative 
expenses, the net contribution to personal savings (measured by the increase 
in total life funds) amounted to £267 millions. It is illuminating to compare 
this figure with the contribution of the other major institutional channels of 





NEW ORDINARY LIFE 


Alliance 

Atlas 

Beacon 

Britannic .. 

Caledonian 

Clerical, Medical and General 
Colonial Mutual (U.K. only) 
Confederation Life (U.K. only) 
Commercial Union a 
Co-operative 

Crusader 

Eagle Star 

Equitable 

Equity and Law. 

Friends’ Prov ident and C ‘entury 
General Life 

Gresham Life 

Guardian .. 

Law Union and Roc k 

Legal and General 

Life Association of Scotland 
Liverpool and London and Globe 
spre ag Victoria - 
London Assurance 

London Life 

London and Manchester 
Manufacturers Life (U.K. only) 
Marine and General : 
Mercantile and General Reinsurance 
Midland Employers 

National and Colonial 

National Farmers 

National Mutual 

National Provident 

North British and Mercantile 
Northern .. 

Norwich Union Life 

Pearl 

Phoenix 

Provident Association of 1 ondon 
Provident Mutual 

Prudential 

Refuge 

Royal 

Royal Exchange . 

Royal London 

Scottish Amicable 

Scottish Equitable 

Scottish Life 

Scottish Mutual 

Scottish Provident 

Scottish Union and Nation: il 
Scottish Widows’ 

Standard .. 

Sun Life a 

United Kingdom Prov ide nt 
University Life 

Wesleyan and General 
Yorkshire. . ; 





* Approximation. 
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TABLE II 
ASSURANCE: 

(£000’s) 
1935 1946 
4,205 3,960 
4,043 3,370 
291 2,075 
3,423 6,909 
2,103 2,184 
2,733 3,516 
2,786 4,305 
1,475 2,660 
5,991 9,882 
3,275 16,335 
691 1,347 
10,313 20,701 
2,029 3,335 
3,513 1,706 
2,055 3,949 
2,011 2,136 
3,815 6,385 
1,719 2,094 
3,100 3,390 
16,505 21,862 
1,721 2,351 
2,851 4,043 
357+ 5,004 
2,079 3,717 
2,701 1,803 
3,530 5,307 
1,105 2,411 
504 1,024 
541 3,131 
241 340 
676 2,180 
1,082 1,242 
2,047 2,601 
5327 a he 
3,309 2,871 
11,750 23,5995 
8,231 14,488 
4,907 5,701 
2,069 1,207 
3,287 2,956 
31,763 73,280 
7,895 11,516 
5t77 7,500 
4,359 4,193 
5,520 7+743 
2,13) 3,451 
1,536 2,107 
2,317 3,025 
1.575 1,453 
3,150 3,586 
2,530 1,792 
5,241 O,945 
0,400 S000 
21,000 29,473 
5,116 4,285 
340 156 
1,405 3,104 
3,030 4,005 
252,556 = 394,399 


ee 


1054 

10,078 
Kp 
~= ,02 > 
7,202 


Fe > 
3,573 
5,406 
10,301 
4,335 
20,312 
25,155 
4,319 
50,705 
179 
15,304 
22,010 
7,151 
12,502 
10,565 
6,439 
LOT,925 
3,015 
9,171 
5,085 
71425 
4,008 
4,250 
10,494 
2,027 
16,018 
1,642 
1,042 
5»395 
2,209 
6,354 
11,403 
23,495 
61,6093 
22,304 
7,263 
10,942 
6,872 
142,803 
15,002 
17,253 
5,860 
%,70O4 
10,079 
4,738 
0,550 
3,093 
9,549 
0,343 
160,544 
39,577 
44,393 
9,008 
r,O25 
4,527 
20, 340 


939,75 5 


NET SUMS ASSURED 


1955 
10,250 
7,393 
8,075 
7»559 
3,390 
9,010 


11,000* 
5,000* 


22,740 
29,800* 
5,311 
59,500* 
5,580 
17,489 
29,139 
8,392 
11,950 
15,082 
6,809 
[5,002 
3,280 
10,809 
6,588 
8,800 
4,344 
4,759 
11,354 
2,900 
20,000* 
1,855 
2,850 
5,902 
2,406 
6,250 
£35750 
26,909 
68,000* 
29,909 
10,073 
1 2,000* 
7,800 
53,000* 
16,400 
19,500* 
Q,250 
10,322 
12,108 
5,900 
8,700 
4,759 
9,072 
0,310 
20,000* 
40,310 
55,728 
9,554 
,169 





1,067,910 











Increase 
in 1955 
172 
400 
1,047 
297 
317 
1,144 
6900 
665 
2,434 
4,045 
992 
2,735 
401 
2,125 
7,129 
1,241 
~2e 
4,517 
370 
[3,077 
, 2605 
1,635 
903 
1,375 
836 
500 
1,300 
273 
3,982 
213 
1,205 
507 
197 

~ 604 
2,347 
3,414 
6,307 
7,005 
2,810 
1,055 
926 
10,137 
1,398 
"2217 
351 
1,015 
2 029 
1,162 
1,541 
1,057 
123 
33 
3,156 
) 730 
11,345 
540 
144 
52s 
2,160 


128,125 

































IS LIFE ASSURANCE KEEPING PACE ? 





personal savings. Net saving through the building societies amounted to 
{217 millions, whilst the national savings movement garnered only £86 millions 
(even after allowing for accrued interest). The comparative contribution of 
the life offices, moreover, may be greater than is apparent from these figures, 
since claims (treated as a negative item) may not in practice represent dis- 
saving, as withdrawals from deposits in building societies and national savings 
generally do. There can be little doubt that a substantial proportion of the 
{112 millions paid out in death and maturity claims under ordinary assurances 
in 1954 was saved and reinvested by the recipients. 

A large proportion of the saving effected through pension schemes, 
admittedly, is done by the employing firms, and should not perhaps strictly 
be credited to the saving of the personal sector. Yet, even if full allowance 
is made for this special factor, and for the fact that about 13 per cent. of the 
premium income of the British offices relates to assurance overseas, it still 
remains true that life assurance is the largest single source of personal savings, 
in the true as well as the statistical sense. That in itself is to some extent 
a result of heavy taxation, which has eroded the traditional sources of large 
individual personal saving, and at the same time given a strong incentive to 
regular, tax-free saving in the form of life policies. 

In 1955, three types of business proved especially popular. There was 
throughout the period a sustained demand for ‘“ top hat ’’ pensions policies 
for directors and executives; for assurances for estate duty purposes; and for 
policies in connection with the increased use made of the facilities for house 
purchase offered by the companies. It appears certain that there was a 
further increase of pensions business, arising not only from the introduction 
of new schemes, but also from new entrants into existing schemes and, auto- 
matically, from increased wages and salaries. 

The break-down of the 1955 totals of new sums assured into those relating 
to staff schemes and individual business Is not yet available, but the impression 
is that for the second successive year individual policies—which in pre-war 
years of course had the field to themselves—may have provided a mild come- 
back. No estimation can be made of the extent to which the introduction of 
group business has affected the taking out of individual policies in post-war 
years, but the negative correlation must be significant. In fact, individual 
policies in the ordinary branch have been surprisingly well maintained. This 
apparently owes much to the transfer of business from the industrial branch. 
Figures so far available for industrial business in 1955 show new sums assured 
at {294 millions, an increase of only {12 millions on the corresponding figure 
for 1954; whereas the aggregate new ordinary sums assured by nine industrial- 
ordinary companies reached £263 millions, an increase of {27 millions on the 
year. 
The ordinary and industrial branches have in fact been drawn progressively 
closer together. The greater prosperity ef the worker has tended to narrow 
the gap between the two departments for a large section of the assuring 
public, and many thousands of policyholders who before the war would have 
been content to meet their life assurance needs by a weekly payment at the 
doorstep, now take out ordinary policies. The process of integration has been 
accelerated also by the dwindling amount of purely funeral expense business 
written in the industrial branch, by the growth of industrial endowment 
assurance business, and by the development of industrial branch reversionary 
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bonus schemes. Further, there is increasing demand for policies such as the 
family income type and mortgage protection assurances, which are by their 
nature more suited to ordinary life assurance. 

Despite the rapid growth of life assurance since the war, spokesmen for 
the life offices have suggested that a great deal has yet to be done before 
there is full appreciation of life assurance in the realms of family finance. 
Vast potentialities remain. As a nation Britain to-day is woefully under- 
assured—more so even than it was before the war. Life assurance business 
has indeed risen strongly, but incomes have risen faster. In 1938 combined 
ordinary and industrial premium income totalled around £157 millions; by 
1954 it had grown to some £379 millions; over the same period, disposable 
income—total personal income less direct taxes and national insurance con- 


TABLE III 
ORDINARY LIFE ASSURANCE PER HEAD, 1911-54 
Average Sum Assured 


Total Active age groups (Ordinary Branch) 
Year Population (men 15-64; Per head Per head 

(U.K.) women 15-59) of popu- of active 

lation age groups 
Thousands £ ; 

IQII 42,082 26,090 20 32 
1931 46,038 30,385 30 55 
1951 - na 50,212 32,136 86 135 
1953 ia 50,658* 32,420* 95 153 
1954 i os 50,874* 32,560* 108 170 


* Estimate. 


tributions—rose from £4,450 millions to £12,611 millions. The proportion of 
disposable income utilized for life assurance thus fell from 3.5 per cent. to 
3 per cent. , 

The life offices have admittedly had considerable success in their attempt 
to broaden the range of policyholders; where they appear to have lagged is 
in persuading existing policyholders to increase the value of their policies in 
line with their other outgoings. The average sum assured on each ordinary 
policy in force was £279 in IgII; it was £316 in 1931, £561 in 1951, and is 
estimated at {627 in 1954. But the expansion of life assurance in the com- 
munity as a whole since 1911, even after taking account of the increase in 
population, has been more than twice as large. The estimates set out in 
Table III show that the average ordinary sum assured per head of population 
has risen from {20 to {108, and per head of “‘active age groups’ from £32 to £170. 
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American Review 


NDUSTRIAL production in January remained at the high December level of 
Br (1947-49=100). Yet responsible comments on the industrial prospect last 

month became increasingly cautious. This was due to a considerable degree to 
the uncertainty of the President’s plans; and it was openly declared that, before 
making any major change in policy, the Federal Reserve Board would in any 
case await his decision whether or not to seek re-election. 

In the meantime, Wall Street has been swayed by the conflicting doubts and 
rumours. It was widely believed in the market that a decision of the President 
to retire had already been discounted in security prices; but it was also clear that 
a decision to continue in the running could bring its own problems to the market. 
In present circumstances, there can be no sustained market buoyancy based on 
political factors. 

The most spectacular movement in output has been the reduction in the 
motor industry. Some confidence in a spring revival of demand has _ been 
expressed by the leading producers, but it seems to be clear enough that, for the 
time being, sights have been lowered appreciably and that the industry is making 
an intensive effort to reduce unwieldy stocks in dealers’ hands. Chrysler, for 
example, which made such a spectacular come-back in 1955, was in mid-February 
running its production schedule fully one-third below that of last year. 


Cross CURRENTS IN BUILDING 


In other industries, activity has generally continued at high levels. Stee! 
output is very near to capacity rates, and those industries that expanded especially 
fast in 1955, such as paper, chemicals, aircraft and petroleum, still report a large 
flow of new orders. The construction industry appears to be approaching a 
particularly interesting juncture. On a seasonally adjusted annual basis, activity 
so far this year seems to have been not much above $41,000 millions, compared 
with the peak rate of $42,000 millions achieved in 1955. Projects of industry 
and those of state and Federal authorities have been running at a high level, and 
the lag has been mainly in residential contracts which, on a seasonally adjusted 
basis, reached their peak last summer and have since been sharply affected by 
decidedly tighter conditions in the mortgage market. However, the Federal 
Government has already taken some steps to encourage new home buyers. 
Repayment terms for Government-guaranteed projects were eased some months 
ago. This move had only quite modest effects, but it has now been reinforced 
by the announcement that the Federal Home Loan Bank will resume lending 
activities on a substantial scale and that the Federal National Mortgage Agency 
(now privately financed) will play a more active role. While nothing less than a 
decisive move to easier credit conditions would no doubt be necessary to induce 
a significant rise in the rate of residential building, it is obvious that the Adminis- 
tration authorities in Washington are doing what they can to prevent a further 
slide from the present level. 

However, there was no indication in mid-February that the Federal Reserve 
3oard was then prepared to reverse its policy of credit restraint. It is understood 
that Mr. William McChesney Martin, chairman of the Board of Governors, told 
the Joint Economic Committee of Congress recently that, despite recent checks, 
the position was still uncertain enough to justify a cautious policy. In other 
words, he then believed that inflationary pressures of one kind or another might 
still revive, sparked off possibly by an announcement from President Eisenhower 
that he will again lead the Republican Party in this year’s election campaign. 

















Since the turn of the year, the policy of the “‘ Fed ’’ has been on an even keel. 
Credit has not been tightened further, but no substantial relief has been given to 
the liquidity of the commercial banks, which have continued to be net sellers of 
Treasury bonds. Last month’s decline in Treasury bill rates to about 2} per cent., 
following the climb to the high point of 2.7 per cent. reached in the closing 
week of 1955, appears to have been attributable to a temporary burst of buying 
on the part of non-banking investors; it was not accompanied by any noticeable 
adjustment in commercial paper rates. Irom the close of December until 
February 1, the business loans of the reporting member banks of the Federal 
Reserve System declined by about $400 millions—a seasonal contraction no 
larger than that recorded a year ago. 

In the meantime, industry is adjusting itself to the prospect of a much smaller 
addition to consumer credits than the increase of $6,000 millions in 1955. That 
strong upsurge brought the recent recommendation from President Eisenhower 
that Congress should provide for a revival of earlier controls on instalment buying 
as a stand-by measure. This has received a surprising degree of support in some 
quarters as a selective control that would enable general measures of restraint 
to be used less “ harshly ”’. 


American Economic Indicators 
1955 1950 


1952, 1953-1954 ania 
Oct. Nov. Dec. Jan. 





Production and Business: 


[Industrial production (1947-49 = 100) 124 134 125 143 143 144 144 
Gross private investment (billion $) .. 49.6 51.4 47.2 a 63.2 _ 
New plant and equipment (billion $).. 26.5 28.4 26.7 —- 30.9 — 
Construction (billion §$) sis bia 33.0 35.3 37.6 42.3 3.2 41.9 41.5 
Business sales (billion $) ‘4 os 46.0 48.4 40.7 §2.5§ §3-2 §3.2 - 
Business stocks (billion $) ‘a - 70.7 80.3 76.9 80.7 81.4 °&82.1 
Merchandise exports (million $) .. 1,266 1,314 1,256 1,395 1,302 1,398 
Merchandise imports (million $) i 893 go6 851 1,034 1,053 1,000 


Employment and Wages: 


Non-farm employment (million) +r 54.5* 55.6° 54.7 57-3 57-9 §85.3 5§7-3 
Unemployment (’000s) - ; 1,673* 1,602* 3,230 2,131 2,398 2,427 2,885 
Unemployment as % labour force... : Pr pe 2.9" §.0 3.2 3.6 3.6 4.4 
Hourly earnings (mfg.) ($).. ““s 1.07 1.77 1.81 I.9I [.93 I.93 I.93 
Weekly earnings (mfg.) (S$) .. .. 67.97 71.69 71.86 78.69 79.5 79.9 78.36 
Prices: 

Moody commodity (1931 = 100) fem 493 - 441 } 402 403 407 412 
; ’ Low 399 389 402 : ' , 

Farm products (1947-49 = 100) -» 807.0 97.0 95.6 86.7 Se. 82.9 84.1 
Industrial (1947-49 = 100) - ». 13.2 114.0 114.5 119.0 119.3 119.7 120.2 
Consumers’ index (1947-49100)  .. 113.5 114.4 %114.8 114.9 115.0 114.7 

Credit and Finance: 

Bank loans (billion $) .. - Sy 64.2 67.6 70.6 79.2 81.4 £82.58 

Bank investments (billion $) .. - 77.5 78.3 33.3 70.7 (78.0 76.3 

Bank loans (weekly) (billion $) . 23-4 23.4 22.5 #£425.1 26.0 26.7 26.2 
Consumer credit (billion $).. wa 25.8 29.5 30.1 34.60 35.1 30.2 — 
Treasury bill rate (%) .. ‘a - Fe 1.93 0.95 2 2.25 2.56 2.46 
U.S. Govt. Bonds rate (°%) 2.68F 3.16 2.70 2.96 2.96 2.97 2.94 
Money supply (billion $) a -« $66.6 200.9 209.7 281.3 252.2 258.7 — 
Federal cash budget (++ or —) (mill. $) -1,641 -6,153 1,082 — 3,770 — _- 


Notes.—Latest figures are preliminary or estimated. Yearly figures are given for private 
investment and equipment for 1952-54 and then quarterly figures at annual rates. Construc- 
tion figures show monthly averages 1952-54. Business sales and stocks, money supply, bank 
loans and consumer credit show amounts outstanding at the end of the period. Moody’s com- 
modity index shows high and low 1952-54, and end-month levels. Weekly bank loans are 
derived from partial returns only. Budget figures are cash totals 1952-54 and then quarterly. 

* Old basis. t Old series. 














6 


1 


ewes ew Ewe 

















International Banking Review * 


Argentina 

WO leading United States banks, the National City Bank of New York and 
the Chase Manhattan Bank, are reported to have decided to restore former 
lines of credit for exports to Argentina. The facilities were withdrawn 
several years ago as a result of the refusal of the Argentine authorities to comply 
with commitments arising under documentary credits opened by overseas banks 
to finance imports into Argentina. It has been estimated that the total credit 
facilities lost amounted to the equivalent of U.S. $150 millions. The new credits 
to be made available by the American banks are expected to reach about $30 

millions in all. 

The peso has slumped heavily during the past month or two in the new free 
market set up by the Argentine authorities in November 1955. The rate has 
weakened at times to around 130 pesos to the pound, compared with an initial 
rate of 85. The deterioration has been attributed to the heavy demand for foreign 
exchange in the market to finance the permitted imports. 


Australia 


A review of the public works loan programme for the year to June 30, 1956 
by the Commonwealth Loan Council has been followed by the announcement 
that there will be no cut-back from the programme of £Argo millions budgeted 
for this period. The decision was reached after the Commonwealth Government 
had given an undertaking to provide special financial assistance to overcome 
difficulties created by the inadequacy of funds in the open market. The Council 
decided further to increase the maximum interest rate permitted on semi-official 
borrowings by } per cent., to 4% per cent. 

In the six months to the end of December, 1955, there was a deficit in Aus- 
tralia’s external payments on current account of {A120 millions, or {A12 millions 
more than a year before. Net receipts on capital account however were higher 
than a year before, and external reserves fell by £A58 millions, or by £A7 millions 
less than in the second half of 1954. 

The opening of savings bank subsidiaries by the Australia and New Zealand 
Bank and the Bank of New South Wales is reported in a note on page 129. 


Belgium 

The annual report of the National Bank of Belgium states that external assets 
increased in 1955 by B.Frs.5,600 millions, equivalent to £40 millions. The greater 
part of the increase resulted from the surplus in the country’s payments on current 
account. The report points out that, since July 1955, there have been no 
quantitative restrictions on the buying and selling of foreign currencies, the only 
remaining limitations being on the extent of and the circumstances in which 
transactions may pass through the official exchange market. It states that, now 
that a free gold market has been established, only two steps are needed to con- 





* News of United States banking appears in ‘‘ American Review” (page 169). Brief 
editorial discussion of particular items of international banking news appears in ‘‘ A Banker's 
Diary ’’ (pages 125-130 in this issue). 
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solidate the position of the currency—a fixed gold content, and a minimum gold 
cover for the National Bank’s sight obligations. 

The report maintains that changes in discount rates are not in present circum- 
stances a sufficiently strong instrument for controlling economic fluctuations, and 
that the central bank should be given more power to supplement Bank rate action 
by open market operations. It accordingly stresses the importance of the 
development of an effective money market. 





Brazil 
Following his inauguration as president of Brazil, Senhor Kubitschek has 
stressed that his new government will give top priority to exchange reform. The 
prospect is discussed in detail in a contributed article on page I5r1. 
The U.S. Export-Import Bank has made a loan of $19.6 millions to the 
Brazilian railway system to enable it to buy equipment in the United States. 


Canada 


The chartered banks have agreed to participate in a plan put forward by the 
Bank of Canada under which they will establish a “‘ second line ”’ of liquid reserves 
in the form of call-money and Treasury bills. These holdings are to be sufficient 
to bring the proportion of total liquid resources, including the present statutory 
cash reserve of 8 per cent., up to 15 per cent. of deposits by May of this year. 
The new arrangements are designed to make the central bank’s influence more 
readily applicable. 

Central African Federation 

The Bill providing for the establishment of a central bank for the Federation 
lays down that the bank will issue £1 million of capital stock to the Federal 
Government and, in return, will take over the assets and liabilities of the Central 
African Currency Board. The bank is to be empowered to underwrite loans 
raised by the central government and local authorities. 


Ceylon 


The country’s external assets increased by Rs.259 millions in 1955, to Rs.1,154 
millions (equivalent to about {£87 millions). 
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Egypt 

The World Bank has agreed to extend to Egypt a loan of $200 millions for 
financing the later stages of the Aswan High Dam. The initial foreign exchange 
cost of the scheme will be met to a substantial extent from grants provided by 
the United Kingdom and United States governments, of which the British share 
will be £5 millions sterling. According to latest estimates, the dam, hydro- 
electric installations and land reclamation arising from the project will cost the 
equivalent of U.S. $950 millions, of which some $450 millions will be in foreign 
currencies. 

The terms of a new trade agreement with Germany bring to an end the previous 
bilateral arrangements. In future Egypt will be free to take the proceeds of its 
exports to Germany in marks of limited convertibility, which can be used to 
finance imports from countries outside the dollar area. 


France 


Payments figures for the entire franc zone for the first half of 1955 show that 
there was a surplus equivalent to U.S. $219 millions, some three times as large 
as that recorded in the similar period of 1954. The surplus was attributable 
wholly to Government transactions (thanks mainly to heavy receipts of U.S. 
aid); current transactions on commercial accounts showed a deficit of $19 
millions. Transactions on capital account came out in exact balance. 


Germany 


Official figures show that capital exports in 1955 reached the equivalent of 
{55 millions sterling, compared with £38 millions in 1954 and £17 millions in 1953. 
Following a tightening of credit in the money market, the Bank Deutscher 
Laender has raised its selling rate for 6-months Treasury bonds from 4} to 44 
per cent.; the three months Treasury bill rate has been maintained at 32 per cent. 


Greece 


A report prepared by the O.E.E.C. forecasts that during the next ten years 
Greece will remain largely dependent on foreign capital for the financing of an 
adequate capital development programme. The report mentions that the country 
has recently been attracting limited capital sums from Germany, France and 
Italy, in addition to aid from the United States. But it holds that considerably 
more funds will be needed if any substantial progress is to be made towards 
solving the problems of under-employment and low living standards. It suggests 
that Greece’s natural resources, at present largely unexploited, could provide an 
attractive field for increased foreign investment. 


India 


An outline of the second five-year development programme estimates that 
India will need some Rs.8,000 millions (equivalent to about {600 millions) in 
foreign aid to back the proposed industrial expansion. Some 62 per cent. of 
expenditure under the plan is to be on government account; under the first five- 
year programme, the contributions of the Government and of private enterprise 
were approximately equal. In the next five years the Government intends to 
finance about one half of its own expenditure under the plan from revenue sur- 
pluses and internal borrowing; one quarter will be financed from Budget deficits, 
and the remaining quarter is hoped to be secured from external borrowing. 

The completion of arrangements for British and German participation in 
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important industrial development schemes, in particular the construction of steel 
mills, is reported to have been held up by Indian demands for extensive credit 
facilities. 

The decision to nationalize all life insurance business is reported in a note on 
page 130. 

Italy 

A clash within the Government over the size of the Budget deficit has led to 
the resignation of the Minister of the Treasury, Signor Gava. The Minister was 
anxious that a vigorous attempt should be made to reduce the Budget deficit, but 
other members of the Government were not prepared to approve the necessary 
cut in spending. 


Kenya 


The Government issue on the London market of {4.2 millions of 5 per cent. 
stock, 1978-82, at 96, was heavily undersubscribed, the underwriters being left 
with about 87 per cent. 

Malaya 
The constitutional conference held in London has reached agreement on full 
self-government and independence for the Federation within the Commonwealth 

to be proclaimed, if possible, by August, 1957. The conference recommended 
that all financial matters in the Federation should at once be placed under the 
control of a Malayan Minister of Finance, but stressed that Malaya would remain 
a member of the sterling area. It also drew attention to the fact that the 
Malayan Government had announced that it would be its policy to attract foreign 
capital. Talks on the granting of independence to Singapore are to be held 
between the new Government and the United Kingdom authorities in the spring. 


Netherlands 


The Bank rate was raised from 2} to 3 per cent. in the first week of February. 
This constituted the first change for nearly three years. A statement by the 
Netherlands Bank pointed out that in September last the attention of the com- 
mercial banks was drawn to the desirability of restraint in the provision of credit; 
it added that, although the rise in advances had slackened subsequently, the 
continuing increase made it desirable to strengthen the disinflationary pressures 
by raising interest rates. 

Permission has been given to Netherlands residents to subscribe to the issue 
of foreign securities or to purchase existing foreign securities in E.P.U. countries 
through an authorised broker. The securities must be officially quoted in the 
country where they are purchased and be denominated in an E.P.U. currency or 
U.S. or Canadian dollars. 


New Zealand 


The Prime Minister, Mr. Holland, has claimed that measures to improve the 
countrys external payments are beginning to show results. He admitted that 
exchange reserves were “‘ uncomfortably low ”’ but expressed the belief that they 
would show the usual seasonal build-up in the first half of the year. A statement 
issued by the Reserve Bank reveals that there was a deficit of {27 millions in 
external payments in 1955, compared with one of £17 millions in 1954. 

As a further move to combat inflationary pressures, the Government has 
abolished minimum and maximum overdraft rates. The banks’ average rate on 
loans has been raised from 43 to 5 per cent. 
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South Africa 


The Finance Minister, Mr. Louw, has stated that the Union’s deficit on current 
account in 1955 amounted to £39 millions, or £9 millions less than in 1954. How- 
ever, the net inflow of capital declined from £49 millions to £2 millions. 

A number of leading business organisations are considering a joint approach 
to the Government to urge the introduction of a scheme of export credit insurance. 


Sweden 


The Royal Commission set up a few years ago to investigate the statutory 
note-issuing power of the Riksbank has recommended the abrogation of the law 
requiring notes to be redeemed in gold. Since 1931 the Riksdag has in fact 
annually passed resolutions granting the Riksbank exemption from the liability 
for gold redemption. The Commission’s report does not mean that there would 
be any objection in principle to the Swedish krona being associated with an inter- 
national gold standard in the future. 


Syria 
A mission of the National Bank of Belgium is to visit Syria to organise the 
establishment of a central bank. The statutes of the proposed institution have 


been prepared by a Belgian expert. The mission is to be headed by M. Baudewyns, 
vice-governor of the Belgian central bank. 


Yugoslavia 


Major changes in the country’s foreign exchange system were introduced at 
the beginning of the year. Retention quotas for export proceeds were abolished 
and the free market in which such proceeds were traded was closed down. Ex- 
porters must now surrender to the central bank all receipts of foreign exchange 
except a small proportion, which they may use for expenses incidental to export 
transactions or for imports on their own account. The rates paid by the central 
bank for surrendered exchange have been revised upwards, placing a lower value 
on the dinar, and there has been a corresponding adjustment in rates for iniport 
transactions. 





Midland Bank and National Provincial Bank 


The retirement on March 31 was announced last month of Mr. W. G. Edington, 
chief general manager of the Midland Bank since 1946, and of Mr. L. J. Williams, 
chief general manager of the National Provincial Bank since 1951. Mr. Edington, 
who is a vice-president of the Institute of Bankers, joined the Midland Bank in 
1g1I, and has been at Head Office since 1937. Mr. Williams joined the National 
Provincial Bank also in 1911, and became an assistant general manager in 1939. 
Both he and Mr. Edington have been elected directors of their banks. 

The new chief general manager of the National Provincial is to be Mr. Frank 
Keighley, featured in our portrait in this issue. Mr. Keighley, who is 56, entered 
the bank in 1915. He has been a joint general manager since 1951. The Mid- 
land Bank has made two appointments to its top managerial rank—Mr. Oswald 
Wood (56), assistant chief general manager since 1951, and Mr. Joseph Fitton (55), 
who became an assistant chief general manager in September of last year. Mr. 
E. J. W. Hellmuth, an assistant general manager, has been appointed a joint 
general manager from April I. 

We regret that other appointments and retirements have had to be held over until 
the next issue. 
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THE ROYAL BANK OF SCOTLAND 





A Momentous Year in Economic Sphere 





Measures to Close External Payments Gap 





Internal Inflation the Root of Country’s Troubles 





Need for Expansion of Overseas Markets 





The Duke of Buccleuch’s Review 





of The Royal Bank of Scotland was held 
on February 21 in Edinburgh. 

The following is the circulated statement of 
the Governor of the Bank, His Grace the Duke 
of Buccleuch and Queensberry K.T., P.C., 
G.C.V.O., LL.D. 

Once again it is my pleasure to report upon 
another year in the Bank’s history, but this 
time, instead of following the long-standing 
practice of submitting my review at the Annual 
General Court of Proprietors, I am issuing it in 
the form of a statement with the Annual Report 
and Accounts. To break with old traditions is 
not easy and the change was not lightly decided 
upon, but your Court of Directors considered 
that you would find it helpful to have before 
you, when you are examining the Balance Sheet 
and Accounts, my comments upon the year’s 
operations and the state of the Bank’s affairs at 
the close of the year. I hope you will find it so 
and that you will welcome the adoption of this 
new method of presentation. 


Tor: Annual General Court of Proprietors 


Economic Affairs 

The past year was momentous in many ways. 
It was particularly difficult and trying for 
Bankers, and the present state of the country’s 
economy and financial affairs cannot leave us 
with any illusions that the year which we have 
now entered is going to be easier. It may, 
indeed, present us with problems and difficul- 
ties of even greater magnitude. ‘There are 
indications that the policy of credit restriction 
applied last year is now beginning to have effect 
in curtailing the home demand for some classes 
of goods. As many of the industries concerned 
are large users of steel and other materials, 
supplies of which we have been importing, this 
curtailment of home demand can be expected 
to bring about, in due course, a reduction in the 
volume of our imports. If we fail to close the 
gap in the external payments account fairly 
soon, either by a substantial increase in our 
overseas earnings or by a reduction in the high 
level of our imports, action may have to be 
taken to bring about a reduction in our imports 
by other measures. Our long-term objective is, 


XXX 


of course, to create a surplus to enable us to 
undertake an increasing share in the capital 
development required in countries of the Com- 
monwealth and, therefore, our efforts must 
continue to be directed towards securing mar- 
kets overseas for an increasing volume of ex- 
ports. I cannot praise too highly those 
industries, such as our own Scotch Whisky and 
Woollen industries, which have an excellent 
record in this direction, and we hope that other 
industries which can find markets overseas for 
a larger share of their production, even if it 
means sacrificing some part of their sales to the 
home market, will do so and thereby make 
their contribution to the solution of what is, 
perhaps, the major problem facing the country 
to-day both in the short and long term. 


Intensive Foreign Competition 

In recent years I referred to intensive com- 
petition being encountered from other countries 
particularly Japan and Germany, and this 
threat to our very existence is more real to-day 
than ever. It has recently been estimated that 
since 1950 Germany has increased her share of 
world exports of manufactured goods from 8.3 
to 15.2 per cent. and Japan her share from 3.5 
to 4.9 per cent., while our own share has 
dropped from 25.7 to 19.8 per cent. These 
figures demonstrate the nature of the task con- 
fronting us, a task which is not being made any 
easier by the current demands for higher wages 
which, if granted and not accompanied by in- 
creased productivity, must lead to further 
increases in prices, thus adversely affecting our 
competitive power overseas. It must be abun- 
dantly clear to all that we cannot hope for the 
necessary increase in our exports if we do not 
quote to overseas buyers prices and terms of 
delivery which are fully competitive with those 
offered by manufacturers in other countries. 
We hear from time to time of instances where 
this country has lost orders in overseas markets 
simply because we have been unable to match 
in one respect or another the terms offered by 
our competitors. Our motor-car industry has 
been successful in selling overseas a very sub- 
stantial part of its production, and the country 














is indebted to the industry for. its substantial 
earnings of Dollars and other hard currencies. 
Disturbing reports have, however, recently 
reached us of the success being achieved by 
German car manufacturers in the American 
market, and this may quite well affect our abili- 
ty to maintain, far less increase, our sales in 
that market, and thereby reap the benefit of the 
recent expansion in our motor-car production. 


Internal Inflation 


Our internal inflation is at the root of our 
troubles; in 1955 it outpaced the inflation in 
other West European countries. It is seriously 
undermining the stability of our economy, and 
any real and lasting improvement cannot be 
expected as long as we continue to spend on 
consumption and capital investment in excess 
of our productive capacity. The crux of the 
matter is that we are trying to take out of the 
economy more than we are putting into it and 
our survival as a major nation depends on this 
trend being reversed. We are, as we have been 
so often reminded, trying to do too much at 
once. Our economy has been so precariously 
balanced since the War that it has needed only 
a very slight tipping of the scales to bring about 
these recurrent crises which have become such 
an unwelcome feature in recent years. The 
country’s present difficulties partly arise from 
the additional capital development undertaken 
after the removal of restrictions in 1954 super- 
imposed upon an already high level of demand 
for home consumption made more buoyant by 
the freeing, in the same year, of the restrictions 
on hire purchase. This led to a deterioration in 
our overseas Trading Account which, although 
small in relation to the actual volume of our 
overseas trade, is creating too heavy a drain on 
our Reserves, now at a level barely sufficient to 
fulfil their task of supporting the whole trade of 
the Sterling Area. 


Credit Control by Directive 


Much has been said and written about the 
measures which have been adopted to deal with 
the situation, and the directive issued to the 
Banks in July last, about which I wish to say a 
few words, has come in for a great deal of 
criticism. There has been much discussion in 
banking and monetary circles as to whether in 
peace-time in a free economy it is proper to im- 
pose control of credit by directive in place of 
control by the traditional weapon of bank rate 
and monetary pressure operating on the liquidi- 
ty of the banking system. The orthodox con- 
trols operated in the first half of the year but 
they were slow in their effect, largely because in 
an economy at full stretch and with taxation at 
its present high level, the economy is less res- 
ponsive to increases in interest rates. Partly, 
therefore, because of the failure of the increases 
in bank rate to bring about a quick reversal of 
the inflationary trends, and partly, I think, 
because the authorities felt they could not, in 
the circumstances obtaining at the time, main- 
tain their pressure on banking liquidity, the 
orthodox controls were reinforced in July by the 
directive to the Banks, and we now have both 
forms of control working side by side. 















Bankers do not like the directive. They feel 
it is an interference with their freedom to con- 
duct their businesses on traditional lines, and 
it has placed them in the unenviable and em- 
barrassing position of having to disturb the 
normal relationships with their customers. 
Nevertheless, it is the Government’s responsi- 
bility to provide the country with leadership 
and we shall loyally and conscientiously support 
its policy. Here let me say that we have been 
gratified with the co-operation and response we 
have received from our customers. 


Government Expenditure 


It is satisfactory to know that our efforts are 
to be accompanied by action on the part of the 
Government to bring about a reduction in the 
level of expenditure in the public sector of the 
economy by, among other things, the post- 
ponement of schemes which are not likely to 
produce immediately results commensurate 
with the demands they make on the limited 
resources of labour and materials available. 
Much of this expenditure may be in our long- 
term national interest, but it would be mani- 
festly unfair if the whole burden of restraint 
were placed upon the private sector of the 
economy, and the spending of the Government, 
the Local Authorities and Nationalised Indus- 
tries were not also subjected to some measure 
of control and restriction at the present time. 

It is disappointing that there was a setback 
during the year in the level of personal saving 
High taxation, the security provided by our 
Welfare State and the continuous fall in the 
purchasing power of money all act as disin- 
centives towards our reaching that level of 
personal saving which is so necessary for us to 
achieve if we are to attain the level of capita! 
investment which the country needs so badly. 


Scottish Industry and Agriculture 


Scottish industry generally made a 
showing in 1955. It is very gratifying to hear 
of the record output achieved by our Ship 
building Yards. The total output of the Clvde 
amounted to 486,000 tons gross valued at over 
£50 million, a post-war record. It is even more 
gratifying to know that the trend of recent 
years in regard to new orders has been reversed 
and that at the beginning of this year the gross 
tonnage of ships under construction or yet to 
be laid down—-representing three years’ work 
showed an increase in excess Of 200,000 gross 
tons over the corresponding figure at the begin- 
ning of last vear. In addition, orders for some 
of the new tankers to be built by the big oil 
groups are expected and the prospects for our 
shipbuilding industry look favourable, pro- 
vided no major labour problems arise. 

[In agriculture also 1955 was a good year. Here 
[ would like to repeat, in substance, what I said 
last year. I am sure all credit-worthy and 
efficient farmers will find that they have both 
the sympathy and support of their Bankers to 
enable them to maintain and expand their pro- 
duction. It is more essential than ever that we 
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should increase to the utmost our home pro- 
duction of food. 
add a note of caution. 


This year, however, I must 
Farmers and owners of 
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agricultural land are also expected to make 
their contribution to the solving of the country’s 
difficulties by postponing capital projects which 
will not immediately lead to increased produc- 
tion and are not absolutely essential at the 
present time. There are many projects which 
are, of course, very desirable in the long-term 
interests of the country but in times like these 
the emphasis has to be placed more on the 
short term. 

An increase in coal production would help the 
country more than anything else at the present 
time. We are still, however, falling short of 
our target and there is no prospect in sight of 
early improvement. Shortage of manpower is 
the main obstacle facing the industry. Produc- 
tivity in terms of the numbers engaged at the 
coalface rose in the past year, but this has been 
more than offset by a reduction in the numbers 
actively engaged in winning the coal. There 
are still no signs that young men are being 
attracted to the industry in sufficient numbers 
to cover the normal wastage. It is tragic that 
we have to import annually some millions of 
tons of a raw material of which there are abun- 
pant supplies in our own island. 


The Accounts 


Turning now to our own affairs, you will see 
that our Balance Sheet shows a strong liquid 
position. Our Deposits are lower than they 
were at the end of 1954, and while this is largely 
due to the policy of credit restriction there were 
also special factors which led to the withdrawal 
of deposits towards the end of the year. 
Although, therefore, the Deposit total was low 
at the end of 1955, the average of the resources 
available to us throughout the year, while 
lower than in the previous year, did not show 
the same proportionate fall as the difference 
between the figure at the end of 1954 and that 
at the end of 1955. 

Our Advances show a drop of approximately 
{3,600,000 as compared with the figure of the 
previous year. The level of our Advances, one 
of our main earning assets, will of course con- 
tinue to be influenced by the policy of credit 
restriction to which I have already referred. 

Our Investments in British Government sec- 
urities at 444 million are set against a figure 
approximately £18 million higher at the end of 
1954. As usual, these investments appear at 
or under their market value at 31st December, 
the necessary provision for this having been 
made from our Inner Reserves for Contin- 
gyencies., 


Profit and Dividend 


Our Profit for the year amounted to /640,936 
compared with the equivalent of £600,328 for 
the calendar year 1954. The figure is arrived at 
after making the usual allocations to the Staff 
Pension and Widows’ Funds and after provid- 
ing for all taxation and making transfers to 
Reserves for Contingencies, out of which 
provisions have been made for all Bad and 
Woubtful Debts, fluctuations in the value of 
Investments and other Contingencies. The 
taxation charge for the year is lower than it was 
in 1954 by reason of the reduction in the stan- 
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dard rate of income tax in the April Budget. 
This, however, accounts only partly for the 
increas2 in Profit of £40,000, and I feel sure that 
you will consider the result of the year’s opera- 
tions as satisfactory, having regard to the 
increase in our expenses resulting from higher 
costs generally. 

The payment of a final dividend at the rate 
of 7 per cent. actual, making 14 per cent. for 
the year, will be recommended at the Annual 
Court of Proprietors on 21st February. Of the 
remaining balance of Profit £100,000 has been 
allocated to our Published Reserve Fund, 
£100,000 to further strengthen our Reserves for 
Contingencies, and a sum of £133,527 is being 
carried forward. 


Associated Banks 

The businesses of our Associated Banks have 
also been well maintained and the consolidated 
Profit of the Group for the year amounted to 
£859,543. The Group Profit shown in the pre- 
vious year’s Accounts was £961,833, but the two 
figures are not strictly comparable as the 1454 
figure included our own Profit for 14% months. 

The total Deposits of the Group amounted to 
just under £320 million and the Advances to 
approximately £105} million as compared with 
figures of £359 million and /115 million respec- 
tively at the end of 1954. The reductions in 
both items reflect the experience of Banks 
generally. 

Like us, our Associated Banks show their 
Investments at or under their market value, 
and I do not think I need say anything else 
about the Group Accounts other than direct 
your attention to the very strong liquid position 
disclosed, which gives us justifiable cause for 
looking forward with reasonable confidence to 
the future. 

I should like also to take this opportunity of 
recording the further progress made by Williams 
Deacon’s Bank, Ltd. in the expansion of its 
Branch system to areas where it has not hither- 
to been represented. This expansion must un- 
doubtedly be to the long-term benefit of the 
Group. 

Progress on the buildings in which our new 
Branches in London at Mincing Lane and 
Knightsbridge are to be situated has not been 
as rapid as originally envisaged, but we antici- 
pate that the Mincing Lane Branch will be 
opened later this year. 


Executive and Staff 


During the year Mr. John Murray Prain, 
D.S.O., T.D., B.A., accepted an invitation to 
become an Ordinary Director of the Bank, and 
we have every confidence that he will prove a 
worthy addition to our Board. 

Once again I have the greatest pleasure in 
expressing on behalf of the Directors their 
sincere appreciation of the support and valued 
services rendered to the Bank during the year 
by Mr. Ballantyne, our General Manager, by his 
Assistant General Managers, Mr. White and 
Mr. Dick, and by all the Officials, Branch Mana-~ 
gers and Staff throughout the Royal Bank 
Service. To them all I would like to say 
‘Thank you ” 




















CLYDESDALE & NORTH 
of SCOTLAND BANK LTD. 


DIRECTORS: 
Sir Harold E. Yarrow, Baronet, C.B.E., LL.D., Chairman. 
Robert Laidlaw, Deputy Chairman. 





























John S. Allan, D.L. The Rt. Hon. Lord Maclay, K.B.E. 
The Rt. Hon. The Earl of Feversham, Andrew Mitchell. 
D.S.O., D.L. Robert Alistair Murray. 
Frank Fleming, D.S.O., D.L. = ae _ . — Sor ~ a 
The Rt. Hon. Lord Harlech, K.G., FRS.” setaiat nye wr 
P.C., G.C.M.G. Sir Albert G. Stern, K.B.E., C.M.G., 
Alexander Logan McClure, W.S. DL. 
Lachlan Mackinnon, D.S.O. William Thyne. 








NORTHERN AREA LOCAL BOARD 
Frank Fleming, D.S.O., D.L., Chairman. 








Sir George W. Abercromby, Baronet, Lachlan Mackinnon, D.S.O. 

D.S.O. The Rt. Hon. Lord Boyd Orr of 
Alexander Lyon, D.S.O., D.L. a D.S.0., M.C., LL.D., 
James A. Mackie, O.B.E. George Robb. 








JOHN J. CAMPBELL, General Manager. 











Statement of Accounts—3Ist December, 1955. 








LIABILITIES 
1955 1954 
I a acl ii ia ed as £2,441 ,000 £2,441,000 
I 9 hE la kar, gt kaa re eile ia Ci as 3,700,000 3,700,000 
a a ga 22,995,673 21,675,443 
Current, Deposit & Other Accounts.................. 170,921,798 179,579,702 
Acceptances NG EMGAGCICMES ..... occ ccc ccicccsccees 12,022,260 10,070,352 
ASSETS 
Coin, Notes and Balances with Bank of England ...... 25,795,382 23,603,908 
Balances with and Cheques on other Banks .......... 28,128,555 26,375,125 
Money at Call and Short Notice in London .......... 16,885,000 17,175,000 
RE re re er nr or ree 179,308 204,158 
en a he 85,818,983 92,052,276 
Advances to Customers and other Accounts .......... 42,199,376 46,970,555 
Liability of Customers for Acceptances & Engagements 12,022,260 10,070,352 
Bank Premises & Other Properties .................. 1,382,233 1,350,610 
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Underlying Causes of Britain’s Economic Problems 





HE 118th Annual General Meeting of 

Shareholders of Clydesdale & North of 

Scotland Bank Limited was held on Feb- 
ruary 8 in the Head Office, St. Vincent Place, 
(;slasgow. 

Sir Harold E. Yarrow, Baronet, C.B.E., 
.L.D., Chairman of the Bank, presided, and in 

he course of his speech said :- 

After a steady expansion to the peak figure 
of £217 million at the end of 1954, our Balance 
Sheet figures on this occasion show a contrac- 
tion of £5 million in our-total resources, and I 
think we may regard this as quite satisfactory 
in these fluctuating times. 


Britain’s Economic Problems 

\fter a detailed review of the Bank's 
\ccounts and the activities of Scottish Industry, 
the Chairman continued :—It may be regarded 
as surprising that in the context of general in- 
dustrial activity the threat of difficulty in our 
overseas trading affairs should occur. Produc- 
tion at home again increased during the year, 
employment was high, and public purchasing 
power good: and yet the gold and dollar 
Reserves of the Sterling Area—of which the 
\'nited Kingdom is the principal trading part- 
ner, and for which she acts as banker—declined 
by no less than $642 million, a clear indication 
of exports being out of balance. 

(he underlying causes of this situation are 
precisely those which brought about the econo- 
mic crises of the earlier post-war years, and 
they may be summed up in the one word 
“inflation.”’ So far, Britain has escaped the 
worst consequences of inflation, which is not 
confined to this country alone; and to those who 
re able to secure advantage from it by way of 
easy profits or constantly rising wages it may, 
in fact, seem a desirable condition. This is a 
dangerous illusion. 

Because of the high level of activity at home: 
imports are required on a heavy scale. But im- 
ports must be paid for and it is here that our 
failure lies. The longer this situation persists, 
the more difficult becomes the remedy, for it is 
accompanied by a constantly rising trend of 
costs and a threat to our competitive power 
Last year, for example, wage in- 
creases aggregated some /400 million, and al- 
ready claims amounting to fully this sum have 
been lodged for negotiation in the present year, 


Overseas. 


No Government could ignore the dangers 
inherent in this situation, and measures are in 
operation designed to bring about correction. 
[In January last year and again in February 
Bank Rate was raised, and some restrictions 
were reimposed on hire purchase _ trading. 
These were slow to take effect. To achieve the 
desired curtailment of internal consumption 
what has become known as the ‘‘credit squeeze”’ 
Was instituted in July when the Banks were 
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asked to effect in the next few months a “‘posi- 
tive and significant’’ reduction in the total of 
their advances. 

The likely persistence of the ‘‘credit squeeze’ 
is, of course, a question in which we must all be 
keenly interested, and in this connection I can- 
not do better than refer to the statement of Mr. 
C. F. Cobbold, Governor of the Bank of Eng- 
land, at the recent Annual Meeting of the 
Savings Bank of Glasgow. ‘I see the matter,” 
Mr. Cobbold said, ‘‘as a question of climate, 
where pressures may have to be maintained for 
some long time and where the principal test 
must be the return to an adequate surplus in 
our overseas balance of payments.”’ This puts 
the matter in a nutshell, and the onus is there- 
fore laid upon all sections of the community to 
contribute to the utmost extent possible to a 
successful outcome; for it must be recognised 
that the remedial benefits of credit restriction 
can be fully realised only if adequate supporting 
measures are simultaneously operated through- 
out the whole economy. 


, 


Restrictive Practices 

When profits are relatively easy to secure, 
have employers shown in all cases the spirit of 
enterprise which is so essential to national 
prosperity? When high wages are relatively 
easy to earn, have employees always shown a 
willingness to do a good day’s work? Restric- 
tive practices are to be found on both sides of 
industry. The Monopolies Commission has 
quite rightly been set up to report where in their 
opinion these practices in industry are detri- 
mental to the public interest. The scope of this 
Commission, however, should be widened to 
include Trade Union practice as well as that of 
the employers, for there can be little doubt that 
the Trade Union system as at present organised 
operates in many cases against the public in- 
terest. 

While order books are full to-day, long-term 
prospects may be seriously impaired by these 
influences from which our foreign competitors 
are relatively free. 

Government expenditure must also be kept 
under constant review, for without question the 
heavy scale of taxation which it involves places 
a severe burden on industry. It is encouraging, 
therefore, to note the steps recently taken to 
control the growth of expenditure in the public 
sector of the economy and in the nationalised 
industries. 

The course to be adopted is clear. It is that 
no obstacle be placed in the way of the maxi- 
mum production at competitive prices of goods 
and services of which the economy is capable. 
All the desirable aims of policy would then be 
realised. 

A prosperous future lies ahead if we as a 
nation make the effort to achieve it. 

The report and accounts were adopted. 
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Condensed Statement of Condition 
December 31, December 31, 
1955 1954 


ASSETS (In Swiss Francs) 


Cash in Hand and with Swiss | National Bank — 337,823,692 280,668,752 

Coupons ,040,6 274 

Balances with ates Banks ry a 354,599,978 

Bills Receivable — — — ,196,705 
oans — — — 

Advances and Loans — 

Mortgages 


gas 
> = 


950,740,377 


50,700,036 
Government ~<t Other Ses urities 146,926,930 167 210, 
Interest in Syndicates 484,000 484,000 
Bank Premises — - - — - 12,000,000 12,000, 
Other Assets — _ — - -— - 6,072,654 9,793,059 


Total — . - 2,386,736,561 2,166,708,823 
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LIABILITIES 
Balances of other Banks and Bankers — -- — 299,991,290 279,758,543 
Deposits — _ - 1, 529, 001, 
Certificates of eet — — 180,13 68,2141 } 
: - a ~ 060,5: 7 


Short-term Liabilities 
Drafts and Acceptances 
Other Liabilities - 
Capital, fully paid ~ 
Reserves - 
Dividend Payable — 


Balance to carry forward 


















































Total — 2,386,736,561 2,166,708,823 


CABLE ADDRESS FOR ZURICH HEAD OFFICE AND BRANCHES THROUGHOUT SWITZERLAND: BANKUNION 
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